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FOREWORD 


HE  Federal  Government  has  not  been  niggardly  in  paying 


the  debt  of  gratitude  owed  to  those  who  have  fought  its 


battles  by  land  and  sea.  If  at  the  present  time  its  expendi- 
tures on  account  of  veterans  have  been  called  into  question,  it  is 
not  because  of  any  disposition  to  deny  just  claims  to  government 
aid.  No  one  would  curtail  adequate  relief  to  those  who  have  an 
equitable  claim  to  it. 

It  is  notorious,  however,  that  throughout  our  history  the  Gov- 
ernment has  extended  its  helping  hand  to  groups  of  veterans  and, 
through  private  bills,  to  individual  veterans  whose  past  military 
service  has  been  a  pretext  for  securing  to  them  unwarranted  priv- 
ileges at  the  expense  of  the  taxpayers  of  the  nation.  As  a  result 
of  this  solicitude  for  the  soldier,  in  considerable  part  misdirected, 
and  backed  by  powerful  organizations  of  veterans,  the  federal 
finances  have  been  saddled  with  enormous  expenditures  for  veter- 
ans, which  have  sometimes  been  characterized  as  adding  to  the 
horrors  of  war. 

In  these  days  of  deficits  in  the  Federal  Treasury  the  taxpayers 
are  demanding  that  every  form  of  expenditure  be  closely  scruti- 
nized and  reduced  to  the  lowest  possible  limit  before  new  taxes  are 
imposed.  Expenditures  for  veteran  relief,  which  at  the  present 
time  amount  to  about  one  fifth  of  the  total  federal  expenditures, 
cannot  escape  such  scrutiny.  It  is  essential,  however,  that  any 
plans  for  reducing  public  expenditure  should  be  founded  on  an 
exact  knowledge  of  the  purpose  and  the  extent  of  those  outlays  and 
not  on  public  hysteria. 

In  order  to  furnish  correct  information  concerning  federal  ex- 
penditures for  veteran  relief  the  National  Industrial  Conference 
Board  has  added  this  study  to  its  numerous  investigations  in  the 
field  of  public  finance.  It  is  primarily  an  exposition  of  what  the 
Government  has  done  through  manifold  channels  to  provide  aid 
for  veterans  of  the  World  War.  The  interesting  story  of  the  pen- 
sions granted  to  veterans  of  prior  wars  is  not  told  in  detail  but 
merely  sketched,  to  bring  out  analogies  between  that  mass  of  legis- 
lation, some  of  it  good  and  some  of  it  questionable,  and  what  has 
happened  since  we  entered  the  World  War. 

The  record  of  provision  for  the  veterans  of  the  World  War 
shows  the  adoption  at  the  outset  of  the  war  of  a  comprehensive 
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plan  for  caring  for  those  who  suffered  bodily  harm  and  for  the  de- 
pendents of  those  who  gave  their  lives  in  the  nation's  service.  The 
further  record  set  forth  in  the  following  pages  shows  how  the  bene- 
fits of  this  legislation  have  been  extended  in  many  cases  to  relieve 
veterans  suffering  from  disabilities  not  connected  with  military 
service.  Legislation  has  superimposed  upon  the  system  of  bene- 
fits provided  by  the  original  law  the  bonus  or  adjusted  service  com- 
pensation certificates.  The  statement  of  the  facts  contained  in  the 
dispassionate  record  of  the  present  publication  must,  it  is  believed, 
lead  to  the  conclusion  that  the  bases  of  veteran  relief  have  been 
broadened  unduly,  and  the  costs  of  such  relief  increased  excessively. 

Such  a  conviction  naturally  raises  the  question  how  and  in  what 
degree  the  expenditures  on  behalf  of  veterans  might  be  reduced, 
and  in  answer  to  this  question  certain  suggestions  are  made  in  the 
final  chapter.  An  equally  important  consideration  would  be  the 
setting  up  of  principles  of  administration  that  would  operate  as  a 
dam  to  future  growth  of  expenditures  for  the  relief  of  veterans. 

The  Conference  Board  is  under  special  obligation,  which  is  a 
pleasure  to  acknowledge,  to  Brigadier  General  Frank  T.  Hines, 
Administrator  of  Veterans'  Affairs,  who  courteously  furnished 
statistical  data  in  advance  of  publication  and  offered  helpful  sug- 
gestions concerning  the  plan  of  treatment.  Acknowledgement  is 
also  made  of  the  indebtedness  of  the  Conference  Board  to  the 
National  Economy  League  for  its  friendly  co-operation  in  the 
preparation  of  this  volume. 

In  the  preparation  of  its  studies  the  National  Industrial  Con- 
ference Board  avails  itself  of  the  experience  and  judgment  of  the 
business  executives  who  compose  its  membership,  and  of  recog- 
nized authorities  in  special  fields,  in  addition  to  the  scientific 
knowledge  and  equipment  of  its  Research  Staff".  The  publications 
of  the  Conference  Board  thus  finally  represent  the  result  of  scien- 
tific investigation  and  broad  business  experience,  and  the  conclu- 
sions expressed  therein  are  those  of  the  Conference  Board  as  a 
body. 

This  study  is  the  result  of  investigations  conducted  by  Mr. 
H.  K.  Murphey  and  assistants,  of  the  Conference  Board's  Re- 
search Staff,  under  the  supervision  of  the  Board's  Staff  Economic 
Council. 

New  York  City, 
November,  1932 
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CHAPTER  I 

PRINCIPLES  OF  VETERAN  RELIEF  AND 
THEIR  APPLICATION 

IN  dealing  with  the  problem  of  veteran  relief  it  is  desirable  to 
consider  at  the  outset  the  nature  and  the  extent  of  the  nation's 
obligation  to  those  who  have  rendered  military  service  in  time 
of  war.  Although  that  obligation  is  universally  recognized,  it  is 
seldom  defined  in  terms  of  the  principles  on  which  it  rests.  Does 
the  country  owe  some  measure  of  protection  and  assistance  to 
every  veteran,  or  does  the  obligation  pertain  only  to  those  who 
have  made  special  sacrifices?  Does  the  obligation  vary  in  accord- 
ance with  the  needs  of  the  person  to  be  assisted,  or  does  it  extend 
equally  to  all  veterans  regardless  of  economic  status?  Is  military 
rank  or  type  of  service  a  determining  factor,  or  does  the  principle 
of  equality  of  treatment  apply? 

In  many  of  the  pleas  for  veteran  relief  measures,  there  is  the 
implication  that  the  nation  owes  a  living  to  every  veteran.  It  is 
assumed  that,  by  contributing  his  services  in  time  of  war,  each 
veteran  has  imposed  upon  society  a  special  obligation  that  can  be 
fulfilled  only  by  providing  relief  in  time  of  need  without  regard 
to  the  circumstances  under  which  that  need  arose.  Although  at 
variance  with  fundamental  American  ideals  concerning  individual 
responsibility  and  self-support,  this  conception  of  the  basic  prin- 
ciples of  veteran  aid  might  perhaps  be  accepted  if  the  services 
rendered  were  always  uniform  in  character.  It  seems  inequitable, 
however,  to  base  the  country's  obligation  upon  principles  that  fail 
to  discriminate  between  the  contribution  of  a  veteran  who  served 
on  the  firing  line  and  one  whose  military  experience  comprised 
only  a  few  months  or  even  weeks  in  training  camp.  If  veteran 
relief  is  to  be  treated  as  a  reward  for  service,  it  is  still  necessary 
to  determine  how  that  reward  should  be  apportioned. 
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Even  if  it  be  admitted  that  patriotic  service  in  time  of  war 
should  have  its  reward,  it  seems  desirable  to  seek  some  other  basis 
for  veteran  relief  measures.  Military  service  is  a  duty  that  rests 
on  every  citizen,  and  it  may  properly  be  questioned  whether  the 
fulfillment  of  that  duty  should  be  regarded  as  sufficient  ground 
for  the  creation  of  a  special  class  of  social  dependents.  It  may 
fairly  be  reasoned  that  the  obligation  of  society  arises  not  from 
the  contribution  of  military  service  but  from  the  consequences  of 
such  service;  that  the  logical  basis  for  veteran  relief  is  the  loss  or 
suffering  resulting  from  military  service,  not  merely  the  fact  of 
active  participation  in  war;  and  that  the  extent  to  which  an 
individual  incurred  physical  disability  as  the  result  of  military 
service  is  a  reasonable  and  proper  measure  of  the  special  obligation 
of  the  nation  to  that  individual.  Death  traceable  to  service 
imposes  a  corresponding  obligation  to  provide  for  surviving 
dependents. 

The  limitation  of  relief  measures  to  those  cases  in  which  military 
service  has  been  the  cause  of  disability  or  death  may  also  be 
justified  on  the  ground  that  restriction  is  necessary  to  keep  the 
expenditures  within  reasonable  and  proper  limits.  An  unrestricted 
relief  program  gives  encouragement  to  excessive  demands  on  the 
Government  and  ultimately  results  in  expenditures  that  cannot  be 
maintained  during  periods  characterized  by  reduced  revenues  and 
unbalanced  budgets.  At  such  times  curtailment  of  expenditures 
becomes  imperative,  and,  if  relief  has  been  extended  indiscrimi- 
nately to  all  veterans,  there  is  danger  that  it  will  be  restricted  in 
the  same  indiscriminate  manner  and  that  veterans  whose  claim  for 
relief  is  based  upon  serious  disabilities  incurred  in  military  service 
will  be  deprived  of  the  assistance  to  which  they  are  entitled. 

If  death  or  disability  is  accepted  as  the  basis  of  governmental 
aid  to  war  veterans  and  their  dependents,  the  question  arises 
whether  such  aid  should  also  be  contingent  on  the  need  for  assis- 
tance in  each  individual  case.  The  extension  of  relief  to  the 
widows  and  other  near  relations  of  deceased  veterans  appears  to 
be  based  upon  the  theory  that  the  Government  should  in  some 
measure  compensate  for  the  loss  of  support.  Dependency,  repre- 
senting a  prima  facie  need  for  assistance,  is  generally  regarded  as 
essential  to  the  maintenance  of  a  claim  against  the  Government. 
In  the  case  of  disabled  veterans,  the  element  of  need  is  of  somewhat 
less  importance,  since  it  may  be  argued  that  it  is  the  intention 
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of  the  Government  to  compensate  for  disability  and  attendant 
suffering  and  not  merely  for  possible  loss  of  earning  power. 

Although  opinions  may  differ  in  regard  to  some  of  the  questions 
associated  with  the  problem  of  veteran  relief,  there  is  little  dispute 
concerning  the  need  for  the  adoption  of  a  definite  and  consistent 
governmental  policy  in  dealing  with  the  problem.  That  need  was 
made  apparent  long  before  the  World  War  by  the  deficiencies  of 
the  pension  system.  The  legislative  measures  under  which  that 
system  was  developed  were  to  a  large  extent  the  product  of 
political  expediency  and  consequently  failed  to  adhere  to  sound  or 
consistent  principles. 

The  first  national  pension  law,  enacted  in  1776  for  the  benefit  of 
veterans  of  the  American  Revolution,  was  based  on  the  principle 
of  disability  and  granted  half  pay  for  life  or  during  disability  to 
persons  rendered  incapable  of  earning  a  living  by  disabilities 
incurred  in  the  service  of  the  United  States,  with  proportionate 
relief  to  those  who  were  partially  incapacitated.1  The  first  de- 
parture from  that  principle  occurred  in  1778  when  Congress  voted 
to  give  half  pay  for  a  limited  period  after  the  war  to  all  officers 
serving  to  the  end  of  the  war.  That  grant,  which  subsequently 
became  the  subject  of  considerable  controversy,  was,  however, 
intended  to  allay  discontent  and  insure  adherence  to  the  revolu- 
tionary cause  and  consequently  might  be  regarded  as  a  special 
reward  rather  than  as  a  relief  measure.2  The  first  serious  modifica- 
tion of  the  principle  of  disability  as  the  basis  of  pensions  resulted 
from  the  enactment  in  1818  of  a  law  granting  a  pension  to  every 
person  who  had  served  nine  months  or  longer  during  the  Revolu- 
tionary War  and  who  was  in  need  of  assistance  for  support.3  The 
latter  restriction  was  removed  in  1832  by  the  enactment  of  a  pen- 
sion law  based  exclusively  on  service.4  In  1836,  fifty-three  years 
after  the  close  of  the  war,  there  was  added  the  first  of  a  series  of 
measures  for  the  benefit  of  widows  of  revolutionary  soldiers.5 

Pension  legislation  for  the  benefit  of  the  veterans  of  the  War  of 
1812  and  the  war  with  Mexico  developed  along  similar  lines, 
starting  with  provision  for  the  disabled  and  ending  with  service 

1  William  H.  Glasson,  "Federal  Military  Pensions  in  the  United  States,"  Carnegie 
Endowment  for  International  Peace,  Oxford  University  Press,  New  York,  1918, 
p.  20. 

-  See  ibid.,  pp.  23-50,  for  an  extended  discussion  of  the  controversy  over  that 
grant. 

3  Ibid.,  p.  67.  4  Ibid.,  pp.  81-82.  6  Ibid.,  p.  91. 
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pensions  for  all  veterans  and  their  widows.  This  development  was 
relatively  slow,  however,  and  the  number  of  pensioners  was  never 
so  large  as  to  create  a  serious  problem.1  It  was  the  corresponding 
development  of  pension  measures  on  a  larger  scale  following  the 
Civil  War  that  brought  to  light  the  deficiencies  of  the  nation's 
pension  policy. 

Prior  to  1890  relief  for  veterans  of  the  Civil  War  and  their 
dependents  was  provided  exclusively  under  what  has  been  desig- 
nated as  the  "general  law  pension  system,"  based  on  the  Act  of 
July  14,  1862.  Under  that  system  pensions  were  granted  to 
soldiers  who  had  incurred  permanent  bodily  injury  or  disability  as 
a  direct  consequence  of  the  performance  of  military  duty.  Similar 
provision  was  made  for  the  widows,  children,  and  other  dependent 
relatives  of  soldiers  who  died  in  service  or  from  causes  directly 
traceable  to  injuries  received  or  disease  contracted  in  service.2 

In  theory  that  system  was  based  on  sound  principles;  in  practice 
it  proved  open  to  abuse.  By  a  series  of  laws  fostered  by  claim 
agents  the  provisions  of  the  original  act  were  made  more  liberal, 
and  the  door  was  opened  to  fraudulent  claims.  The  most  serious 
step,  however,  in  the  development  of  that  system  was  the  enact- 
ment of  Arrears  Act  in  1879,  which  stimulated  pension  claims, 
to  the  great  advantage  of  the  claim  agents,  by  making  the  pay- 
ments on  pensions  thereafter  granted,  as  well  as  on  those  already 
granted,  commence  at  the  date  of  the  veteran's  death  or  discharge 
from  service.3  The  large  lump-sum  payments  made  possible  by 
this  legislation  encouraged  resort  to  fraud  in  the  prosecution  of 
claims  and  in  general  made  pensions  so  attractive  that  annual 
expenditures  under  the  general  law  system  were  increased  from 
$33.5  million  in  1880  to  $104.5  million  in  1891.4 

In  1890  a  supplementary  pension  system  for  the  benefit  of  Civil 
War  veterans  was  inaugurated.  That  system,  created  under  the 
Act  of  June  27,  1890,  provided  for  the  payment  of  pensions  to 
veterans  who  had  served  at  least  ninety  days  during  the  Civil  War 
and  who  had  permanent  disabilities  not  of  service  origin  incapaci- 
tating them  from  the  performance  of  manual  labor.  Provision  was 
also  made  for  the  widows  of  all  veterans  with  a  similar  service 

1  Service  pensions  for  veterans  of  the  War  of  1812  were  not  granted  until  1871. 
Subsequent  legislation  in  1878  reduced  the  service  requirement  from  60  to  14  days 
and  removed  the  prior  restriction  limiting  widows'  pensions  to  those  married 
before  the  treaty  of  peace.    Ibid.,  pp.  108-112. 

2  Ibid.,  p.  125.  3  Ibid.,  p.  164.  4  Ibid.,  p.  144. 
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record,  but  it  was  specified  that  the  widow  should  have  been 
married  prior  to  June  27,  1890,  and  also  be  dependent  upon  her 
daily  labor  for  support.1  These  provisions  were  subsequently 
liberalized  not  only  by  amendment  but  also  by  a  broader  inter- 
pretation.2 The  result  of  this  service-pension  legislation  was  an 
increase  in  the  number  of  pensioners  on  the  rolls  of  the  Pension 
Bureau  from  489,725  in  1889  to  976,014  in  1897.3 

Veterans  of  the  war  with  Spain  were  entitled  to  the  relief 
afforded  under  the  general  law  system.  That  relief,  however,  was 
restricted  to  those  veterans  who  had  acquired  disabilities  in  service 
and  to  the  dependents  of  veterans  who  died  from  causes  that 
could  be  traced  to  service.  Ultimately,  the  precedents  already 
established  in  the  case  of  Civil  War  pensions  brought  about  the 
enactment  of  similar  service-pension  legislation  for  Spanish  War 
veterans  and  their  dependents. 

Although  those  various  pension  laws  were  not  based  on  any 
fixed  principles  of  veteran  relief,  they  uniformly  included  certain 
restrictive  provisions,  such  as  the  requirement  that  an  applicant 
for  a  pension  should  have  been  honorably  discharged.  Those 
restrictions,  however,  have  been  removed  in  numerous  instances 
by  special  legislation  for  the  benefit  of  individuals  who  for  one 
reason  or  another  were  unable  to  obtain  pensions  under  the  general 
laws.  Between  March  4,  1861,  and  June  30,  1930,  80,554  pensions 
were  granted  by  special  acts  of  Congress.4  This  private  pension 
legislation  developed  into  a  public  scandal. 

This  brief  description  of  the  trend  of  veteran  relief  legislation 
prior  to  the  World  War  indicates  the  lack  of  any  consistent  policy 
in  dealing  with  the  problem.  Every  attempt  to  establish  military 
pensions  on  the  basis  of  death  or  disability  resulting  from  service 
ultimately  proved  unsuccessful.  The  principle  of  need  was  several 
times  introduced,  but  never  consistently  followed.   Relief  measures 

1  Ibid.,  pp.  234-235. 

2  In  1904  the  Bureau  of  Pensions  issued  an  order  under  which  old  age  alone  was 
recognized  as  sufficient  disability  to  support  a  pension  claim.    Ibid.,  pp.  246-247. 

3  "Annual  Report  of  the  Bureau  of  Pensions  to  the  Secretary  of  the  Interior 
for  the  Fiscal  Year  Ended  June  30,  1930,"  Washington,  D.  C,  1930,  p.  13. 

4  Ibid.,  p.  16.  A  recent  example  of  such  legislation  is  a  bill  vetoed  by  President 
Hoover  on  April  27,  1932.  As  pointed  out  in  the  veto  message,  that  bill,  H.  R. 
9575,  proposed  to  grant  pensions  to  a  number  of  persons  whose  claims  had  no 
merit  whatever,  including  a  man  who  had  been  court-martialed  for  drunkenness, 
several  deserters,  and  a  widow  whose  husband  was  in  service  only  8  days.  See 
"Veto  Message  Relating  to  Granting  Pensions  to  Soldiers  and  Sailors  of  the 
Regular  Army  and  Navy,"  72nd  Congress,  1st  Session,  House  Document  No.  322. 
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were  usually  predicated  not  upon  any  recognized  obligation  of  the 
Government  but  upon  the  condition  of  the  Federal  Treasury. 

The  consequences  of  this  haphazard  method  of  providing  for 
veterans  were  serious.  The  pension  measures  for  the  benefit  of 
Civil  War  veterans,  in  particular,  were  productive  of  many  evils. 
The  prosecution  of  pension  claims  developed  into  a  lucrative  and 
flourishing  business,  which  assumed  the  proportions  of  a  "racket." 
Claim  agents  multiplied  and  prospered.  They  were  insidiously 
active  in  the  promotion  of  new  pension  measures  that  would  afford 
them  larger  opportunities  for  tapping  the  public  till.  The  liberality 
of  the  Government  in  its  treatment  of  veterans,  combined  with 
the  cunning  of  the  claim  agents  in  pushing  pension  claims,  en- 
couraged fraudulent  claims.1  Men  with  adequate  personal  incomes 
were  able  to  secure  pensions  for  disabilities  in  no  way  connected 
with  their  military  service  on  the  ground  of  incapacity  to  perform 
manual  labor.  Marriages  with  aged  veterans  were  not  infrequently 
contracted  solely  in  order  to  secure  widows'  pensions. 

The  various  evils  in  the  pension  system  became  particularly 
evident  during  the  second  administration  of  President  Cleveland, 
and  he  devoted  considerable  effort  to  their  elimination.  In  his 
annual  message  to  Congress  in  1896,  after  pointing  out  that  339 
indictments  had  been  found  against  violators  of  the  pension  laws 
and  167  convictions  obtained  during  the  previous  fiscal  year,  he 
effectively  summarized  the  pension  situation. 

"In  my  opinion,  based  upon  such  statements  as  these  and  much 
other  information  and  observation,  the  abuses  which  have  been 
allowed  to  creep  into  our  pension  system  have  done  incalculable 
harm  in  demoralizing  our  people  and  undermining  good  citizenship. 
I  have  endeavored  within  my  sphere  of  official  duty  to  protect 
our  pension  roll  and  make  it  what  it  should  be,  a  roll  of  honor, 
containing  the  names  of  those  disabled  in  their  country's  service 
and  worthy  of  their  country's  affectionate  remembrance.  When  I 
have  seen  those  who  pose  as  the  soldiers'  friends  active  and  alert 
in  urging  greater  laxity  and  more  reckless  pension  expenditure, 
while  nursing  selfish  schemes,  I  have  deprecated  the  approach  of  a 
situation  when  necessary  retrenchment  and  enforced  economy  may 
lead  to  an  attack  upon  pension  abuses  so  determined  as  to  overlook 
the  discrimination  due  to  those  who,  worthy  of  a  nation's  care, 
ought  to  live  and  die  under  the  protection  of  a  nation's  gratitude."2 

1  In  1881  the  Commission  of  Pensions  estimated  that  not  less  than  10%  of  the 
pension  appropriations  were  paid  out  upon  fraudulent  and  illegal  claims.  Glasson, 
op.  cit.,  p.  176.  For  other  evidence  of  fraud,  see  ibid.,  pp.  168,  199,  202. 

2  "Messages  and  Papers  of  the  Presidents,"  Bureau  of  National  Literature,  Inc., 
New  York,  Vol.  XIII,  p.  6169. 
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Whenever  the  United  States  Government  has  been  forced  into 
war,  it  has  at  the  time  or  shortly  thereafter  made  liberal  provision 
for  the  care  of  those  who  were  injured  and  the  dependents  of  those 
who  died  in  service.  But  after  the  war  politicians,  irrespective  of 
party,  have  led  other  survivors  and  their  dependents  to  the  doors 
of  the  LInited  States  Treasury  and  whispered  in  their  ears,  "Knock 
and  it  shall  be  opened  unto  you."  Vote-seeking  politicians  have 
thus  distorted  the  system  of  veteran  relief,  whether  pensions  or 
compensation,  so  far  from  its  original  purpose  and  the  equitable 
principles  of  such  relief  that  it  has  become  a  byword.  The  public 
has  allowed  its  sentiment  to  befuddle  its  thinking.  At  last,  how- 
ever, the  call  has  gone  forth  for  a  return  to  sanity  in  this  matter. 
It  is  significant  fact  that  the  initiative  in  the  organization  of  a 
nation-wide  movement  for  drastic  reform  in  the  existing  system 
of  veteran  relief  has  been  taken  by  the  National  Economy  League, 
which  was  organized  by  a  group  of  World  War  veterans. 

The  precedents  established  by  federal  pension  legislation  consti- 
tute a  menace  to  any  sound  program  of  veteran  relief.  The  fact 
that  in  the  past  relief  has  been  granted  by  the  Government  to  war 
veterans  with  little  or  no  regard  to  lack  of  any  direct  relationship 
between  the  need  for  relief  and  the  military  service  previously 
rendered  has  made  it  difficult  to  maintain  proper  and  necessary 
restrictions  in  providing  for  the  veterans  of  the  World  War.  The 
present  need  for  the  curtailment  of  governmental  expenditures  and 
the  reduction  of  tax  burdens  makes  the  maintenance  of  such 
restrictions  peculiarly  urgent.  It  is  the  purpose  of  this  study  to 
trace  the  development  of  relief  measures  for  the  benefit  of  World 
War  Veterans  and  to  indicate  some  of  the  changes  that  must  be 
made  in  the  existing  system  in  order  to  avoid  a  repetition  of  the 
abuses  that  resulted  from  the  pension  legislation  following  the 
Civil  War. 


CHAPTER  II 


LEGISLATION  FOR  THE  BENEFIT  OF  WORLD 
WAR  VETERANS 

^E  unprecedented  mobilization  activities  that  followed  the 


entry  of  the  United  States  into  the  World  War  emphasized 


the  necessity  for  the  adoption  of  measures  that  would  obviate 
further  extension  of  the  existing  pension  system.  It  was  recognized 
that  failure  to  make  proper  provision  for  the  relief  of  the  disabled 
and  for  the  care  of  the  dependents  of  those  who  might  be  killed 
would  lead  ultimately  to  a  demand  for  pensions  that  could  not 
easily  be  satisfied.  It  was  likewise  felt  that  a  repetition  of  the 
scandals  associated  with  Civil  War  pensions  could  be  avoided  and 
that  future  veteran  relief  expenditures  could  be  kept  within 
reasonable  limits  by  the  adoption  of  a  program  that  would  be 
equitable  in  its  treatment  of  all  those  who  might  incur  disability 
or  suffer  loss  of  support  as  a  direct  consequence  of  the  War  and  con- 
sequently make  further  demands  upon  the  Government  unjustified. 

These  ideas  ultimately  took  shape  in  the  form  of  a  bill  drafted  by 
a  committee  headed  by  the  Hon.  Julian  W.  Mack,  United  States 
circuit  judge.1  This  bill  received  the  approval  of  President  Wilson 
and  of  the  Secretary  of  the  Treasury2  and  with  certain  changes  that 
did  not  affect  its  basic  principles  became  law  on  October  6,  1917. 
The  debates  on  that  bill  in  the  House  and  Senate  were  fairly 
extended,  but  it  is  unnecessary  to  enter  upon  any  detailed 
analysis  of  that  discussion  except  to  point  out  that  the  measure 
was  generally  accepted  as  being  a  substitute  for  pension  legislation. 
This  was  clearly  brought  out  in  a  report  on  the  bill  by  the  House 
Committee  on  Interstate  and  Foreign  Commerce,  which  included 
the  following  explanation  of  the  purpose  of  the  proposed  legislation. 

1  This  committee  was  a  sub-committee  appointed  by  Mr.  Samuel  Gompers,  as 
chairman  of  the  committee  on  labor  of  the  advisory  commission  of  the  Council  of 
National  Defense. 

2  "Family  Allowance,  Indemnity  and  Insurance  for  Officers  and  Enlisted  Men  of 
the  Army  and  Navy;  Correspondence  between  President  Wilson  and  Hon.  H.  G. 
McAdoo,  Secretary  of  the  Treasury,  Relating  to  the  Bill  providing  for  Family 
Allowances,  Indemnification,  Reeducation  and  Insurance  in  Behalf  of  the  Officers 
and  Enlisted  Men  of  the  Army  and  Navy  of  the  United  States,"  65th  Congress, 
1st  Session,  Senate  Doc.  No.  75,  Washington,  D.  C,  1917. 
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"Pensions,  especially  since  the  day  of  service-pension  legislation, 
have  come  to  be  looked  upon  as  Government  charity,  and  the 
present  pension  legislation  is  both  inadequate  and  unjust.  It  is  of 
the  utmost  importance  both  for  the  practical  results  and  for  the 
psychological  effect  upon  the  men,  their  families,  and  the  people  of 
the  country,  that  a  new  point  of  view  be  established.  This  is 
accomplished  by  following  the  analogy  of  the  workmen's  compensa- 
tion acts,  by  designating  the  payments  to  them  as  compensation 
and  not  as  pensions,  and  by  separating  the  administration  of  this 
law  absolutely  and  completely  from  the  administration  of  the 
pension  laws."1 

In  order  to  determine  how  far  the  expectation  that  this  legislation 
would  prove  a  substitute  for  pension  measures  and  their  attendant 
evils  has  been  fulfilled,  it  is  necessary  to  indicate  the  chief  provisions 
of  that  law  as  originally  enacted  and  to  trace  their  subsequent 
modification  or  liberalization  by  amendment  or  by  supplementary 
relief  legislation. 

Provisions  of  the  War  Risk  Insurance  Act 
The  Act  of  October  6,  1917,  that  was  so  confidently  expected  to 
provide  a  substitute  for  pensions  was  entitled  the  War  Risk 
Insurance  Act,2  although  its  provisions  were  not  restricted  to 
matters  of  insurance  but  were  intended  to  cover  all  phases  of  the 
veteran  relief  problem  that  was  bound  to  develop  out  of  the  W7ar. 
It  included  special  provision  for  the  dependents  of  enlisted  men, 
compensation  for  death  or  disability,  authorization  for  hospital 
service,  the  outline  of  a  policy  of  rehabilitation  to  be  applied  to 
those  permanently  injured,  and  a  system  of  insurance,  open  to 
both  officers  and  enlisted  men,  under  which  the  Government 
assumed  the  entire  burden  of  the  exceptional  risk  of  military 
service.  The  administration  of  the  law  was  entrusted  to  the 
Bureau  of  War  Risk  Insurance  in  the  Treasury  Department.3 

1  Congressional  Record,  65th  Congress,  1st  Session,  Vol.  55,  Part  7,  p.  6709. 
In  a  letter  to  the  Chairman  of  the  House  Committee  on  Interstate  and  Foreign 
Commerce,  Secretary  McAdoo  expressed  the  same  expectation  that  this  measure 
would  obviate  future  pension  legislation  as  follows:  "This  scientific,  well-balanced, 
equitable  and  comprehensive  insurance  and  compensation  measure  will  be  a 
substitute,  or  should  be  a  substitute  for,  the  pension  system  as  applied  to  the 
present  war,  and  ought  to  make  impossible,  as  it  certainly  will  make  unnecessary, 
future  pension  legislation  with  all  of  its  inequalities  and  favoritism."  Ibid.,  p.  6708. 

2  Public  No.  90,  65th  Congress.  This  act  was  actually  an  amendment  to  the 
War  Risk  Insurance  Act  of  September  2,  1914,  providing  insurance  for  American 
vessels  and  their  cargoes  against  the  special  risks  resulting  from  the  European 
War  while  the  United  States  was  still  neutral.  The  Act  of  October  6,  1917,  is, 
however,  usually  referred  to  as  the  War  Risk  Insurance  Act. 

3  This  bureau  had  already  been  created  by  the  Act  of  September  2,  1914. 
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Each  of  these  phases  of  the  Act  and  the  effect  in  each  case  of 
amendatory  legislation  prior  to  the  enactment  of  the  World  War 
Veterans'  Act  in  1924  will  be  separately  described. 

(1)  Allotments  and  Family  Allowances 

In  order  that  military  service  might  not  become  a  means  of 
evading  family  responsibilities,  the  WTar  Risk  Insurance  Act  under 
Article  II  made  it  compulsory  for  all  enlisted  men  having  wives  or 
children  to  allot  a  portion  of  their  pay  for  the  support  of  such 
dependents.  Originally,  the  amount  of  the  compulsory  allotment 
was  required  to  equal  the  supplementary  allowance  granted  by  the 
Government,  with  the  further  provision  that  it  should  not  exceed 
one  half  the  pay  of  the  enlisted  man  nor  be  less  than  $15  per  month. 
By  subsequent  amendment,1  the  compulsory  allotment  was  fixed 
at  $15.  Provision  was  also  made  for  voluntary  allotments  of  pay 
for  the  benefit  of  parents,  brothers,  sisters,  and  grandchildren. 

In  addition  to  the  allotted  pay,  special  allowances  by  the 
Government  to  the  dependents  of  enlisted  men  were  authorized. 
The  allowances  for  Class  A  dependents  receiving  compulsory 
allotments  ranged  from  $15  per  month,  in  the  case  of  a  wife  without 
children,  to  $32.50,  in  the  case  of  a  wife  and  two  children  with  $5 
extra  for  each  additional  child;  and  from  $5  where  there  was  one 
child  but  no  wife  to  $30  for  four  children  with  $5  additional  for 
each  additional  child.  The  allowances  provided  for  dependents 
in  Class  B,  representing  those  receiving  voluntary  allotments  of 
pay,  were  $10  in  the  case  of  one  parent,  $20  in  the  case  of  two 
parents,  and  $5  for  each  grandchild,  brother,  sister,  and  additional 
parent,  the  term  parent  being  defined  to  include  a  father,  mother, 
grandfather,  grandmother,  stepfather,  and  stepmother  either  of 
the  person  in  the  service  or  of  the  spouse.  In  order  to  entitle 
dependents  in  Class  B  to  these  allowances,  enlisted  men  already 
making  compulsory  allotments  of  pay  for  the  benefit  of  other 
dependents  were  required  to  make  an  additional  minimum  allot- 
ment of  $5,  while  men  making  no  compulsory  allotments  were 
required  to  allot  at  least  $15  of  their  monthly  pay.  The  allowances 
to  Class  B  dependents  were  also  payable  only  when  the  beneficiary 
was  dependent  in  whole  or  in  part  on  the  enlisted  man. 

This  system  of  allotments  and  allowances  was  intended  to  cover 
the  period  during  which  service  in  the  army  or  navy  tended  to 
1  Public  No.  175,  65th  Congress,  approved  June  25,  1918. 
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deprive  families  of  their  chief  source  of  support.  No  material 
changes  were  made  with  respect  to  those  particular  provisions, 
and  their  application  ceased  at  the  end  of  the  War,  or,  so  far  as 
the  individual  service-man  was  concerned,  upon  discharge  from 
military  service.  It  is  important  to  note,  however,  that,  while  the 
allotments  represented  merely  deductions  from  the  pay  of  men  in 
military  service,  the  allowances  were  special  additional  payments 
that  must  be  included  in  considering  the  extent  of  the  expenditures 
by  the  Government  for  relief  purposes. 

(2)  Compensation  for  Death  or  Disability 

The  most  important  provisions  of  the  W7ar  Risk  Insurance  Act 
were  those  relating  to  compensation  for  death  or  disability  arising 
out  of  wartime  service,  since  such  compensation  was  intended  as  a 
substitute  for  relief  in  the  form  of  pensions.  Under  the  introduc- 
tory section,1  compensation  was  restricted  to  cases  of  death  or 
disability  "resulting  from  personal  injury  suffered  or  disease  con- 
tracted in  the  line  of  duty,"  with  the  further  qualification  that  no 
compensation  should  be  paid  "if  the  injury  or  disease  has  been 
caused  by  his  own  willful  misconduct."  It  was  further  provided 
that  no  compensation  should  be  payable  for  death  or  disability 
occurring  more  than  one  year  after  discharge  or  resignation  from 
service,  except  where,  after  medical  examination  at  the  time  of 
discharge  or  within  one  year  thereafter,  a  certificate  had  been 
obtained  showing  the  existence  of  an  injury  likely  to  result  in 
death  or  disability.2  Dishonorable  discharge  also  debarred  com- 
pensation.3 A  limit  was  imposed  on  retroactive  awards  by  the 
provision  that  no  compensation  should  be  payable  for  any  period 
more  than  two  years  prior  to  the  date  of  the  claim  and  that  no 
increase  in  compensation  should  revert  back  more  than  one  year.4 
All  these  restrictions  were  intended  to  keep  the  compensation 
payments  within  reasonable  and  proper  limits. 

The  amount  of  compensation  payable  in  any  case  was  deter- 
mined on  the  basis  of  the  number  and  status  of  the  dependents  of 
the  deceased  or  disabled  person.  Death  compensation  to  a  widow 
alone  was  fixed  at  $25  monthly;  to  a  widow  and  one  child,  at  $35; 
to  a  widow  and  2  children,  at  $47. 50,3  with  $5  for  each  additional 

1  Section  300.  2  Section  306. 

3  Section  308.  4  Section  310. 

5  The  $47.50  was  evidently  an  error  and  was  subsequently  changed  to  $42.50. 
See  Public  No.  175,  65th  Congress,  Section  301. 
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child  up  to  2.  The  amounts  payable  to  the  children  in  cases  where 
there  was  no  widow  ranged  from  $20  for  one  child  to  $40  for  3 
children  with  $5  for  each  additional  child  up  to  2.  A  widowed 
mother  was  allowed  $20,  but  it  was  stipulated  that  this  allowance 
should  not  exceed  the  difference  between  the  total  compensation 
payable  to  the  widow  and  children  and  $75.  In  other  words,  the 
maximum  payment  was  fixed  at  $75  per  month.  It  was  also 
provided  that  the  payments  to  the  children  should  continue  only 
until  they  reached  the  age  of  eighteen  or  married,  except  in  cases 
of  incapacity  by  reason  of  insanity,  idiocy,  or  other  conditions 
rendering  them  permanently  helpless,  and  that  the  payments  to  a 
widow  or  widowed  mother  should  terminate  upon  death  or  remar- 
riage. In  order  to  qualify  as  a  widow  it  was  necessary  to  prove 
that  the  marriage  to  the  deceased  service-man  took  place  not  later 
than  ten  years  after  the  time  of  injury.1 

Compensation  for  disability  was  likewise  adjusted  on  the  basis 
of  the  family  status  of  the  beneficiary.2  A  totally  disabled  person 
having  neither  wife  nor  children  was  authorized  to  receive  $30 
a  month.  In  the  event  that  he  had  a  wife  but  no  children,  the 
compensation  was  fixed  at  $45.  An  allowance  of  $10  for  each 
child  was  provided,  with  a  maximum  of  $75  to  a  man  with  a  wife 
and  three  or  more  children  and  of  $60  to  a  man  with  three  or  more 
children  but  no  wife.  The  existence  of  a  widowed  mother  de- 
pendent on  the  disabled  man  for  support  added  $10  to  the  com- 
pensation to  which  he  was  entitled.  Special  compensation  to  the 
amount  of  $100  per  month  was  provided  for  the  loss  of  both  feet, 
both  hands,  or  both  eyes,  or  for  becoming  permanently  bedridden, 
but  in  such  cases  the  separate  allowance  not  exceeding  $20,  author- 
ized in  cases  where  the  injured  person  was  so  helpless  as  to  be  in 
constant  need  of  a  nurse  or  attendant,  was  not  granted. 

In  the  case  of  partial  disability,  it  was  provided  that  the  monthly 
compensation  should  equal  the  percentage  of  the  compensation 
payable  for  total  disability  as  determined  by  the  reduction  in 
earning  power  resulting  from  the  partial  disability.  No  compensa- 
tion was  payable  if  the  reduction  in  earning  capacity  was  rated  at 
less  than  ten  per  cent.  The  Bureau  of  War  Risk  Insurance  was 
directed  to  prepare  a  schedule  of  ratings  of  reductions  in  earning 

1  All  these  provisions  relating  to  death  compensation  were  included  under 
Section  301. 

2  Disability  compensation  was  provided  for  under  Section  302. 
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capacity  from  specific  injuries  or  combinations  of  injuries,  the 
ratings  in  question  to  be  based,  as  far  as  practicable,  upon  the 
average  impairments  of  earning  capacity  resulting  from  such 
injuries  in  civil  occupations  and  not  upon  the  impairment  in  earn- 
ing capacity  in  each  individual  case. 

These  provisions  would  seem  to  have  established  an  equitable 
system  of  compensation,  providing  adequate  relief  for  the  deaths 
and  injuries  attributable  to  service  in  the  army  and  navy.  The 
amount  of  compensation  allowed  was  not  large,  but  it  was  never- 
theless considerably  more  than  the  pensions  originally  granted  to 
Civil  War  veterans  and  their  widows  and  moreover  might  be 
supplemented  by  insurance  under  other  provisions  of  the  law.  No 
specified  term  of  service  was  required,  and  protection  was  afforded 
to  all  persons  in  active  service  in  the  military  and  naval  forces, 
including  members  of  training  camps.  Notwithstanding  the  ap- 
parent adequacy  of  this  feature  of  the  War  Risk  Insurance  Act, 
it  was  not  long  before  changes  were  made  that  tended  ultimately 
to  undermine  the  basic  principle  of  compensation. 

An  amendment  approved  June  25,  1918, 1  clarified  certain  terms 
and  changed  the  compensation  provisions  to  the  extent  of  making 
a  dependent  mother  or  father  a  possible  beneficiary  in  place  of  the 
widowed  mother  alone.  Under  a  second  amendatory  act,  approved 
December  24,  1919,2  a  distinction  was  made  between  permanent 
and  temporary  disability,  and  the  amount  of  disability  compensa- 
tion was  greatly  increased.  Under  the  new  schedule,  for  example, 
a  person  temporarily  but  totally  disabled  who  had  neither  wife 
nor  children  became  entitled  to  $80  a  month  in  place  of  the  $30 
previously  allowed.  For  temporary  partial  disability,  the  amount 
of  compensation  continued  on  the  basis  of  the  percentage  of 
compensation  that  would  be  payable  for  temporary  total  disability, 
equal  to  the  resulting  reduction  in  earning  capacity.  In  the  case 
of  total  permanent  disability,  the  amount  of  compensation  was 
fixed  at  $100  without  regard  to  dependents,  and  a  new  provision 
for  double  total  permanent  disability  was  added  specifying  com- 
pensation at  the  rate  of  $200  a  month.  Partial  disabilities  of  a 
permanent  character  entitled  the  injured  person  to  such  a  per- 
centage of  $100  as  represented  the  diminution  in  his  earning 
power.  The  previous  requirement  that  at  least  ten  per  cent 
disability  be  shown  in  each  case  was  retained. 

1  Public  No.  175,  65th  Congress.  2  Public  No.  104,  66th  Congress. 


14 


WORLD  WAR  VETERANS  AND  THE  TREASURY 


Following  this  increase  in  compensation,  a  further  and  more 
significant  change  was  made  by  an  act  approved  August  9,  1921. 1 
That  act  introduced  the  provision  that  any  person  shown  to  have 
active  pulmonary  tuberculosis  or  neuropsychiatric  disease  of  more 
than  10%  degree  of  disability  developing  within  2  years  after 
separation  from  active  service  should  be  considered  to  have 
acquired  his  disability  in  such  service.  Compensation  claimed 
under  this  provision  was  made  retroactive  subject  to  the  limitations 
of  Section  310.  A  subsequent  amendment2  extended  the  presump- 
tion to  3  years  after  separation  from  service  and  specified  that  the 
existence  of  the  disease  should  be  shown  by  examination  by  a 
medical  officer  of  the  Veterans'  Bureau  or  by  a  legally  qualified 
physician  made  within  the  3-year  period. 

These  two  amendatory  acts  also  introduced  a  radical  change  in 
the  restrictive  provision  of  the  original  War  Risk  Insurance  Act 
that  limited  compensation  to  cases  of  disability  or  death  arising 
within  one  year  after  separation  from  service,  except  in  those 
instances  where  a  medical  certificate  showed  that,  at  the  time  of 
discharge  or  within  one  year  thereafter,  there  existed  an  injury 
likely  to  result  in  death  or  disability.3  The  Act  of  August  9,  1921, 4 
extended  the  time  for  obtaining  such  a  medical  certificate  to 
August  9,  1922.  The  Act  of  March  4,  1923,5  extended  the  time 
limit  still  further,  that  is  to  one  year  after  the  passage  of  the 
amendment,  and  also  introduced  other  modifications  of  the  original 
restrictive  provision  by  making  the  certificate,  except  in  the  case 
of  fraud,  incontestable  evidence  that  the  injury  for  which  it  was 
issued  was  suffered  in,  or  aggravated  by,  service  and  by  authorizing 
the  issuance  of  such  certificates  where  there  was  no  official  record 
of  injury,  provided  satisfactory  evidence  was  furnished  prior  to 
March  1,  1924,  to  establish  the  fact  of  service  connection.  The 
effect  of  this  legislation  was  to  make  the  granting  of  compensation 
more  or  less  contingent  upon  the  willingness  of  the  Veterans' 
Bureau  to  admit  and  accept  evidence  of  doubtful  value  from  a 
medical  viewpoint  to  prove  that  disabilities  discovered  several 

1  Public  No.  47,  67th  Congress.  The  Veterans'  Bureau  was  also  created  by  this 
act  replacing  the  War  Risk  Insurance  Bureau.  These  administrative  changes  will 
be  separately  described. 

2  Public  No.  542,  67th  Congress,  approved  March  4,  1923. 

3  Section  306. 

4  Public  No.  47,  67th  Congress. 

6  Public  No.  542,  67th  Congress. 
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years  after  discharge  were  attributable  to  something  that  happened 
during  the  period  of  active  service. 

(3)  Hospitalization 

The  provision  in  the  War  Risk  Insurance  Act  with  respect  to 
hospital  services  and  medical  care  was  limited  to  a  single  paragraph 
in  the  section  providing  for  disability  compensation.1  Since,  how- 
ever, this  form  of  relief  ultimately  assumed  considerable  importance 
and  gave  rise  to  large  governmental  expenditures,  it  deserves 
mention  at  this  point.  The  provision  in  question  specified  that, 
"In  addition  to  the  compensation  above  provided,  the  injured 
person  shall  be  furnished  by  the  United  States  such  reasonable 
governmental  medical,  surgical,  and  hospital  services  and  with 
such  supplies,  including  artificial  limbs,  trusses,  and  similar  appli- 
ances, as  the  director  may  determine  to  be  useful  and  reasonably 
necessary." 

The  amendatory  act  of  December  24,  1919,2  made  minor  changes 
in  this  provision  by  the  addition  of  wheeled  chairs  to  the  list  of 
appliances  furnished  and  by  authorizing  the  Bureau  of  War  Risk 
Insurance  to  procure  any  such  appliances  either  by  purchase  or 
manufacture.  A  new  paragraph  was  also  added  authorizing  the 
extension  of  hospital  service  to  discharged  members  of  the  military 
or  naval  forces  of  the  allied  nations  and  permitting  the  Bureau  to 
utilize  the  hospital  services  of  those  nations  when  necessary.  These 
provisions  were  enlarged  still  further  by  the  Act  of  March  4, 
1923,3  under  which  the  hospital  facilities  were  made  available  for 
veterans  of  the  Spanish-American  War,  the  Philippine  insurrection, 
and  the  Boxer  rebellion,  suffering  from  neuropsychiatric  or  tuber- 
cular ailments  and  diseases.  This  amendment  is  significant,  since 
it  marks  the  beginning  of  a  development  that  ended  in  practically 
unrestricted  medical  service  for  all  war  veterans. 

(4)  Rehabilitation 

Section  304  of  the  War  Risk  Insurance  Act  provided,  "That  in 
cases  of  dismemberment,  of  injuries  to  sight  or  hearing,  and  of 
other  injuries  commonly  causing  permanent  disability,  the  injured 
person  shall  follow  such  course  or  courses  of  rehabilitation,  re- 
education, and  vocational  training  as  the  United  States  may 

1  Section  302  (3).  -  Public  No.  104,  66th  Congress. 

3  Public  No.  542,  67th  Congress. 

^3  Rfv^S' 
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provide  or  procure  to  be  provided.  Should  such  course  prevent 
the  injured  person  from  following  a  substantially  gainful  occupation 
while  taking  same,  a  form  of  enlistment  may  be  required  which 
shall  bring  the  injured  person  into  the  military  or  naval  service. 
Such  enlistment  shall  entitle  the  person  to  full  pay  as  during  the 
last  month  of  his  active  service,  and  his  family  to  family  allowances 
and  allotment  as  hereinbefore  provided,  in  lieu  of  all  other  compen- 
sation for  the  time  being." 

This  provision  proved  inoperative,  partly  because  no  appropria- 
tion was  made  for  the  specific  purpose  of  rehabilitation,  and  partly 
because  of  the  uncertainty  in  regard  to  the  respective  powers  and 
duties  of  the  Treasury,  War,  and  Navy  Departments  in  dealing 
with  this  problem.1  To  remedy  this  situation,  Congress  enacted  a 
law2  under  which  the  Federal  Board  for  Vocational  Education  was 
directed  to  provide  suitable  courses  of  vocational  rehabilitation 
for  persons  entitled  to  compensation  who  were  under  occupational 
handicaps.  During  the  period  of  training,  such  persons  were 
entitled  to  the  monthly  pay  received  prior  to  discharge  plus  the 
specified  family  allowances.  This  provision  was  subsequently 
amended,  and  the  amount  necessary  for  maintenance  and  support 
in  each  individual  case  was  left  to  determination  by  the  Board, 
with  the  specification  that  not  more  than  $80  a  month  should  be 
paid  to  a  single  man  without  dependents,  nor  more  than  $100  to  a 
man  with  dependents.3  No  disability  compensation  was  payable 
to  a  person  in  training,  except  in  cases  where  such  compensation 
would  exceed  the  payments  for  support,  under  which  circumstances 
the  disabled  person  was  entitled  to  the  excess  compensation. 

(5)  Insurance 

The  War  Risk  Insurance  Act  attempted  to  eliminate  any  future 
demand  for  pensions,  not  only  by  providing  death  and  disability 
compensation,  but  also  by  furnishing  all  members  of  the  military 
and  naval  forces  with  an  opportunity  to  take  out  insurance  that 
might  serve  either  to  supplement  the  compensation  payments  or  to 
provide  some  measure  of  relief  in  cases  where  death  or  disability 
was  not  connected  with  military  service.  Under  Article  IV  of  that 
Act  there  was  created  a  system  of  governmental  insurance  under 

1  See  Federal  Board  for  Vocational  Education,  "Vocational  Rehabilitation  of 
Disabled  Soldiers  and  Sailors,"  Bulletin  No.  5,  Washington,  D.  C,  1918,  pp.  26-28. 

2  Public  No.  178,  65th  Congress,  approved  June  27,  1918. 

3  Act  of  July  11,  1919,41  Stat.  158. 
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which  any  officer,  enlisted  man,  or  member  of  the  Army  or  Navy 
Nurse  Corps  might  apply  for  insurance  to  the  amount  of  $10,000 
against  death  or  total  permanent  disability.1  It  was  required  that 
such  application  should  be  made  within  120  days  after  enlistment 
or  entrance  into  active  service  and  before  discharge.  The  policy 
could  not  be  assigned,  and  the  insurance  was  payable  only  to  a 
specified  class  of  beneficiaries  that  included  a  spouse,  child,  grand- 
child, parent,  brother,  and  sister2  or  to  the  insured  in  the  event  of 
total  and  permanent  disability.  It  was  provided  that  the  Govern- 
ment should  bear  the  expenses  of  administration,  as  well  as  the 
excess  mortality  and  disability  costs  resulting  from  the  hazards  of 
war,  and  that  the  premium  rates  should  be  based  upon  the  Ameri- 
can Experience  Table  of  Mortality  and  interest  at  three  and  one 
half  per  cent  per  annum.  While  the  form  of  insurance  provided 
was  term  insurance  for  successive  terms  of  one  year  each,  it  was 
specified  that,  not  later  than  five  years  after  the  termination  of  the 
War,  such  term  insurance  could  be  converted,  without  medical 
examination,  into  such  other  forms  of  insurance  as  might  be 
prescribed  by  regulations. 

Special  protection  was  provided  for  persons  who  died,  or  who 
were  totally  and  permanently  disabled,  within  the  120-day  period 
allowed  for  making  application  for  insurance.3  Even  if  such  persons 
had  failed  to  make  the  necessary  application,  it  was  provided  that 
they  should  be  deemed  to  have  been  granted  insurance  and  they, 
or  their  beneficiaries  in  case  of  death,  should  automatically  become 
entitled  to  240  monthly  payments  of  $25  each. 

During  the  war  period,  the  insurance  premiums  were  deducted 
from  the  pay  of  insured  persons,  and  the  policies  were  kept  in 
force  without  difficulty.  Following  discharge  from  service,  how- 
ever, there  was  a  tendency  among  veterans  to  let  the  insurance 
lapse.    Under  certain  circumstances  the  protection  afforded  was 

1  The  minimum  was  $1,000.  It  was  required  that  insurance  of  more  than  that 
amount  and  less  than  the  $10,000  maximum  should  be  granted  only  in  multiples 
of  $500. 

2  The  term  parent  included  father,  mother,  grandfather,  grandmother,  step- 
father, and  stepmother  either  of  the  person  in  service  or  of  the  spouse.  This  class 
of  beneficiaries  was  subsequently  enlarged  by  the  addition  of  uncles,  aunts,  nephews, 
nieces,  brothers-in-law,  and  sisters-in-law.    Public  No.  104,  66th  Congress. 

3  Originally  this  protection  was  limited  to  the  period  of  120  days  following 
the  publication  of  the  terms  and  conditions  under  which  insurance  might  be 
obtained.  Subsequently,  by  Public  No.  104,  66th  Congress,  approved  December  24, 
1919,  this  protection  was  extended  to  all  persons  injured  during  the  120  days 
following  entrance  into  service. 


18        WORLD  WAR  VETERANS  AND  THE  TREASURY 


restored  by  a  series  of  amendatory  provisions.  The  act  under 
which  the  Veterans'  Bureau  was  created1  added  a  provision  per- 
mitting an  applicant  to  reinstate  his  insurance  by  compliance  with 
all  the  regulations  except  the  requirements  as  to  physical  condition, 
provided  that  the  disability  that  would  otherwise  prevent  such 
reinstatement  was  the  result  of  injury  or  disease  suffered  or 
contracted  in  active  service,  and  provided  that  the  applicant  was 
not  totally  and  permanently  disabled.  It  was  also  provided  that, 
where  a  soldier  had  allowed  his  insurance  to  lapse  while  suffering 
from  wounds  or  disease  contracted  in  service,  and  subsequently 
died,  the  policy  should  not  be  treated  as  lapsed,  if  at  the  time  of  his 
death  he  was  entitled  to  compensation  equal  or  greater  in  amount 
than  the  premiums  due  on  the  insurance.  Provision  was  also  made 
for  the  suspension  of  premiums  in  the  case  of  persons  confined  in 
Bureau  hospitals  by  a  compensable  disability  or  temporarily  totally 
disabled  by  reason  of  injury  or  disease  entitling  them  to  compensa- 
tion. 

Another  amendatory  act,  approved  March  4,  1923,2  added  the 
further  provision  that  the  policy  of  a  person  permanently  and 
totally  disabled  should  not  be  considered  as  lapsed,  if  at  the  time 
of  permanent  disability  he  had  sufficient  uncollected  compensation 
to  pay  all  unpaid  premiums.  The  suspension  of  premiums  pre- 
viously authorized  was  also  extended  to  cases  where  persons 
mentally  incompetent  and  for  whom  no  legal  guardian  had  been 
appointed  allowed  their  insurance  to  lapse. 

These  various  changes  in  the  insurance  and  other  provisions  of 
the  War  Risk  Insurance  Act  indicate  the  beginnings  of  a  tendency 
toward  liberalization  in  the  sense  of  relaxation  of  necessary  restric- 
tions and  limitations.  This  tendency  was  carried  still  further  in 
the  W7orld  WTar  Veterans'  Act,  1924,  and  subsequent  legislation. 

The  W7orld  War  Veterans'  Act,  1924 
The  World  War  Veterans'  Act  of  19243  was  intended  to  consoli- 
date, codify,  revise,  and  re-enact  the  laws  affecting  the  establish- 
ment of  the  Veterans'  Bureau  and  the  administration  of  the  War 
Risk  Insurance  Act  and  the  Vocational  Rehabilitation  Act.  This 
new  legislation  did  not  include  the  provisions  in  relation  to  allot- 

1  Public  No.  47,  67th  Congress,  approved  August  9,  1921. 

2  Public  No.  542,  67th  Congress. 

3  Public  No.  242,  68th  Congress,  approved  June  7,  1924. 
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ments  and  allowances,  which  had  become  inoperative,  but  other- 
wise covered  the  same  features  of  veteran  relief  as  did  the  War 
Risk  Insurance  Act.  The  more  important  changes,  indicative  of 
the  trend  toward  greater  liberality,  may  be  briefly  described.1 

The  provisions  with  respect  to  compensation  underwent  several 
important  modifications.  Death  benefits  were  moderately  in- 
creased. For  example,  a  widow  without  children  became  entitled 
to  ?30  a  month  in  place  of  the  $25  formerly  allowed.  The  limitation 
in  regard  to  payments  for  the  benefit  of  children  was  removed, 
and  a  widow  with  one  child  was  granted  $40  together  with  $6  for 
each  additional  child  irrespective  of  the  number,  while  in  cases 
where  there  was  no  widow  $40  was  allowed  for  three  children  with 
$5  for  each  additional  child.2  The  compensation  for  disability 
remained  the  same,  except  that  a  special  provision  allowing  $150 
a  month  for  loss  of  eyesight  was  added  and  the  allowance  for  a 
nurse  or  attendant  was  increased  from  $20  to  $50. 

The  tendency  toward  the  removal  of  restrictions  upon  the  award 
of  compensation  is  indicated  in  the  extension  of  the  presumption 
of  service  connection  that  had  been  introduced  by  the  Act  of 
August  9,  1921.  The  new  provision  extended  the  presumption, 
previously  limited  to  active  tuberculosis  and  neuropsychiatric 
disease,  to  paralysis  agitans,  encephalitis  lethargica,  and  amoebic 
dysentery  and  made  the  presumption  conclusive  in  cases  of  active 
tuberculosis.  The  period  during  which  this  presumption  would 
arise  was  fixed  at  any  time  prior  to  January  1,  1925,  thus  making  it 
possible  for  a  service  man,  discharged  from  service  immediately 
after  the  Armistice,  to  obtain  compensation  if  he  developed  tuber- 
culosis five  years  later  and  showed  ten  per  cent  disability  even 
though  his  service  record  represented  merely  a  few  weeks  in  training 
camp. 

Another  departure  from  the  original  limitations  upon  compensa- 
tion payments  in  the  War  Risk  Insurance  Act  was  the  modification 
of  the  provision  that  compensation  should  not  be  paid  for  injury 
or  disease  caused  by  willful  misconduct.  In  the  new  legislation  this 
restriction  was  modified  by  the  provision  "That  no  person  suffering 

1  One  restrictive  change  should  be  noted.  Under  Section  210,  the  period  covered 
by  retroactive  compensation  awards  was  reduced  from  2  years  to  one  year  prior  to 
the  date  of  the  claim  and  any  increase  in  compensation  was  permitted  to  be 
retroactive  to  the  extent  of  6  months  instead  of  one  year  as  formerly  provided. 

2  Previously  no  additional  benefits  were  allowed  for  more  than  4  children 
where  there  was  also  a  widow  and  5  children  where  there  was  no  widow. 
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from  paralysis,  paresis,  or  blindness,  or  from  constitutional  lues 
requiring  hospitalization,  as  the  result  of  disease,  shall  be  denied 
compensation  while  a  patient  in  a  Veterans'  Bureau  Hospital  by 
reason  of  willful  misconduct."1 

The  gradual  whittling  away  of  barriers  to  compensation  was  also 
represented  in  the  provisions  in  section  206,2  under  which  the 
previous  requirement  of  a  certificate  based  on  medical  examination 
as  proof  of  service  connection  was  eliminated  and  compensation 
was  allowed  for  death  or  disability  occurring  later  than  one  year 
after  discharge,  provided  that  "within  one  year  from  the  approval 
of  this  Act,  satisfactory  evidence  is  furnished  the  bureau  to  estab- 
lish that  the  injury  was  suffered  or  aggravated  during  active 
service."  Thus,  it  was  left  to  the  Veterans'  Bureau,  which  was 
expected  to  adopt  a  sympathetic  attitude  toward  service  men,  to 
determine  how  much  and  what  type  of  evidence  was  necessary  to 
show  that  a  disability,  first  discovered  several  years  after  the  War 
had  ended,  had  its  origin  in  active  service. 

In  relation  to  the  provision  of  medical  and  hospital  services,  the 
World  War  Veterans'  Act  specified  in  Section  202  (10)  that  the 
facilities  under  the  jurisdiction  of  the  Veterans'  Bureau  should  be 
available  for  every  honorably  discharged  veteran  of  the  Spanish- 
American  War,  the  Philippine  insurrection,  the  Boxer  rebellion,  or 
the  World  War  suffering  from  neuropsychiatric  or  tubercular  ail- 
ments, paralysis,  or  loss  of  eyesight.  The  Bureau  was  also  author- 
ized, in  so  far  as  existing  government  facilities  permitted,  to  furnish 
hospitalization  and  necessary  traveling  expenses  to  veterans  of  any 
war  since  1897  without  regard  to  the  nature  and  origin  of  their 
disabilities.  As  will  be  more  specifically  indicated  in  the  subse- 
quent analysis  of  expenditures  for  hospital  services,  this  removal  of 
restrictions  on  the  use  of  hospital  facilities  tended  to  increase  the 
burden  that  the  maintenance  of  such  facilities  imposed  upon  the 
Government.  Moreover,  this  change  in  the  law  is  significant 
because  it  represents  an  unqualified  departure  from  the  principle 
that  relief  should  cover  only  loss  or  suffering  resulting  from  wartime 
service,  a  principle  that  in  theory,  if  not  in  practice,  had  been 
maintained  up  to  the  enactment  of  this  legislation. 

The  provisions  of  the  World  War  Veterans'  Act  with  respect  to 
vocational  rehabilitation3  did  not  introduce  any  new  features  into 


1  Section  200. 

2  Formerly  section  306  of  the  War  Risk  Insurance  Act. 


3  Title  IV. 
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that  form  of  relief,  apart  from  certain  restrictions  intended  to 
bring  that  work  to  an  end  within  a  reasonable  period.  It  was 
specified  that  no  applications  for  training  should  be  made  after 
June  30,  1923,  and  that  no  training  should  be  given  nor  mainte- 
nance allowances  be  paid  to  any  person  after  June  30,  1926.  This 
restriction  was  subsequently  amended1  to  permit  those  who  were 
receiving  placement  training  on  June  30,  1926,  to  continue  for 
six  months  and  those  who  were  receiving  educational  training  in 
schools  or  institutions  on  that  date  to  continue  for  not  more  than 
two  years.  . 

The  World  W'ar  Veterans'  Act  codified  the  insurance  provisions 
of  the  WTar  Risk  Insurance  Act  as  previously  amended  and  made  a 
few  changes,  which  did  not,  however,  affect  the  established  insur- 
ance system  as  a  whole.  No  provision  was  made  for  the  granting 
of  renewable  term  insurance,  and  it  was  specified  that  all  term 
insurance  should  cease  on  July  2,  1926,  except  where  death  or  total 
disability  had  occurred  prior  to  that  date.2  The  privilege  of  con- 
version into  other  forms  of  insurance  likewise  expired  at  the  same 
time,  but  persons  whose  term  insurance  had  matured  by  reason 
of  total  disability,  and  who  were  subsequently  found  to  be  no 
longer  totally  and  permanently  disabled,  were  granted  two  years 
from  the  time  of  recovery  in  which  to  convert  their  term  insurance. 
The  prior  amendment  providing  for  the  application  of  uncollected 
compensation  to  the  payment  of  premiums  on  lapsed  policies  in 
certain  cases  was  clarified  as  follows: 

"Where  any  person  has  heretofore  allowed  his  insurance  to  lapse 
while  suffering  from  a  compensable  disability  for  which  compensa- 
tion was  not  collected  and  dies  or  has  died,  or  becomes  or  has 
become  permanently  and  totally  disabled  and  at  the  time  of  such 
death  or  permanent  total  disability  was  or  is  entitled  to  compensa- 
tion remaining  uncollected,  then  and  in  that  event  so  much  of  his 
insurance  as  said  uncollected  compensation,  computed  in  all  cases 
at  the  rate  provided  by  section  302  of  the  War  Risk  Insurance  Act 
as  amended  December  24,  1919,  would  purchase  if  applied  as 
premiums  when  due,  shall  not  be  considered  as  lapsed;  and  the 
United  States  Veterans'  Bureau  is  hereby  authorized  and  directed 
to  pay  to  said  soldier,  or  his  beneficiaries  as  the  case  may  be,  the 
amount  of  said  insurance  less  the  unpaid  premiums  and  interest 

1  Public  No.  448,  69th  Congress,  approved  July  2,  1926. 

2  This  was  in  accord  with  the  original  provision  of  the  War  Risk  Insurance 
Act,  under  which  term  insurance  was  to  end  not  later  than  five  years  after  the 
termination  of  the  War  as  declared  by  Presidential  proclamation. 
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thereon  at  5  percentum  per  annum  compounded  annually  in  install- 
ments as  provided  by  law."1 

This  provision  represented  a  liberalization  as  well  as  a  clarifica- 
tion of  the  law,  since  it  was  treated  as  overruling  a  prior  interpreta- 
tion of  the  law  that  had  been  responsible  for  the  discontinuance  of 
insurance  payments  in  a  number  of  cases.2 

Subsequent  Liberalizing  Legislation 
During  the  years  following  the  enactment  of  the  World  W7ar 
Veterans'  Act,  the  trend  toward  further  liberalization  of  compensa- 
tion policies  was  continued.3  Under  a  series  of  amendments  the 
presumption  of  a  connection  between  disability  and  service  was 
extended,  new  compensation  allowances  were  provided,  and  the 
few  remaining  restrictions  on  compensation  awards  were  sub- 
stantially modified.  The  ultimate  consequence  of  the  liberalizing 
policy  was  the  complete  abandonment  of  the  principles  upon  which 
the  original  legislation  had  been  based  and  the  development  of  a 
demand  for  new  measures  granting  relief  to  World  War  veterans 
and  their  dependents  solely  on  the  ground  of  wartime  service. 

The  creation  of  a  presumption  that  disability  to  the  extent  of 
ten  per  cent  resulting  from  certain  specified  diseases  was  connected 
with  active  military  service  has  been  noted  as  one  of  the  methods 
by  which  the  original  restrictions  on  compensation  awards  were 
evaded.  That  presumption  was  extended  in  1926  to  spinal 
meningitis,  making  a  total  of  six  forms  of  disability  which  in 
themselves  constituted  evidence  of  service  connection.4  It  re- 
mained necessary,  however,  to  show  that  such  disability  arose  prior 
to  January  1,  1925,  in  order  to  secure  the  benefit  of  the  presumption. 

The  provisions  of  the  World  War  Veterans'  Act  were  also 
liberalized  by  legislation  authorizing  special  forms  of  compensation. 

1  Section  305. 

2  See  United  States  Veterans'  Bureau,  "Annual  Report  of  the  Director  for  the 
Fiscal  Year  Ended  June  30,  1924,"  Washington,  D.  C,  1924,  p.  325. 

3  The  insurance  provisions  were  also  subjected  to  certain  changes,  the  most 
important  being  the  extension  of  time  limit  for  the  re-instatement  or  conversion  of 
yearly  renewable  term  insurance  to  July  2,  1927,  by  Public  No.  325,  69th  Congress, 
approved  June  2,  1926.  This  act  also  authorized  the  issuance  of  five-year  converti- 
ble term  policies.  Subsequently,  provision  was  made  for  the  renewal  of  such 
policies  for  an  additional  five  years  without  physical  examination.  Public  No.  194, 
72nd  Congress,  approved  June  24,  1932. 

4  Public  No.  448,  69th  Congress,  approved  July  2,  1926.  The  presumption  was 
conclusive  in  the  case  of  tuberculosis  and  spinal  meningitis,  but  otherwise  rebuttable 
"by  clear  and  convincing  evidence." 
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The  Act  of  July  2,  1926,  directed  the  payment  of  $50  a  month  to 
those  persons  shown  to  have  had  a  tubercular  disease  of  a  compen- 
sable degree,  which  had,  however,  reached  a  stage  of  complete 
arrest.1  A  subsequent  act2  added  a  provision  directing  the  insertion 
in  the  rating  schedule  of  a  minimum  rating  of  permanent  partial 
25%  disability  for  arrested  or  apparently  cured  tuberculosis.3  This 
act  also  included  special  provision  for  anyone  who  had  suffered  the 
loss  of  the  use  of  a  creative  organ  or  one  or  more  feet  or  hands. 
Such  persons  became  entitled  to  $25  a  month  independent  of  any 
other  compensation  that  might  be  payable.  There  was  also  added 
a  provision  specifying  that  death  compensation  payable  to  parents, 
where  there  were  both  a  dependent  father  and  a  dependent  mother, 
should  not  be  less  than  $20  a  month. 

Similar  enlargement  of  benefit  payments  resulted  from  the  pas- 
sage over  the  veto  of  the  President  of  a  law  providing  for  the 
retirement  of  emergency  officers  of  the  World  Wrar.4  This  law 
provided  that  any  officer  having  a  permanent  disability  of  not  less 
than  30%  resulting  directly  from  war  service  might  retire  with  pay 
at  a  rate  equal  to  75%  of  the  pay  to  which  he  was  entitled  at  time 
of  discharge  from  commissioned  service.  This  pay  was  granted  in 
lieu  of  all  disability  compensation.  Officers  having  more  than  10% 
but  less  than  30%  permanent  disability  might  be  placed  on  the 
retired  list  without  pay  and  be  entitled  to  compensation.  It  was 
also  provided  that  application  for  retirement  should  be  made 
within  one  year  from  the  enactment  of  the  act.  This  legislation,  or 
more  correctly  its  operation,  subsequently  became  the  subject  of 
considerable  criticism.5 

The  removal  of  the  important  restrictions  on  compensation 
awards  was  also  brought  about.  In  the  Act  of  March  4,  1925,  the 
clause  prohibiting  the  payment  of  compensation  for  disability 

1  Idem.   It  was  specified  that  this  provision  should  not  be  retroactive. 

2  Public  No.  522,  71st  Congress,  approved  July  3,  1930. 

3  This  provision  was  evidently  interpreted  to  mean  that  any  veteran  who  at 
any  time  had  shown  evidence  of  a  tubercular  condition  was  entitled  to  compensa- 
tion, although  there  had  been  no  activity  in  the  disease  during  or  since  service. 
See  "Annual  Report,"  1931,  op.  cit.,  p.  33. 

4  Public  No.  506,  70th  Congress,  May  24,  1928. 

6  Complaint  arose  out  of  the  fact  that  a  number  of  officers  retired  on  pay 
were  also  in  receipt  of  salaries  from  the  Government,  and  a  bill  passed  by  the 
House  of  Representatives  on  June  6,  1932,  provided  for  a  review  of  all  cases  and 
the  limitation  of  the  amount  of  retired  pay  where  the  official  salary  was  53,000 
or  more  a  year.  See  Congressional  Record,  72nd  Congress,  1st  Session,  Vol.  75, 
pp.  12466-12471. 
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caused  by  misconduct  was  definitely  limited  by  the  proviso  that 
"no  person  suffering  from  paralysis,  paresis,  or  blindness  shall  be 
denied  compensation  by  reason  of  willful  misconduct,  nor  shall  any 
person  who  is  helpless  or  bedridden  as  a  result  of  any  disability  be 
denied  compensation  by  reason  of  willful  misconduct."1  A  more 
important  modification  of  restrictive  features  of  the  law  was 
represented  in  the  further  amendment  and  ultimate  repeal  of 
Section  206  of  the  World  War  Veterans'  Act.  Under  that  section 
compensation  awards  might  be  made  in  cases  where  there  was  no 
official  record  of  injury,  provided  satisfactory  evidence  was  fur- 
nished to  show  that  the  disability  was  the  result  of  service,  but  it 
was  specified  that  the  evidence  should  be  furnished  within  one 
year  from  the  passage  of  the  act,  that  is,  prior  to  June  7,  1925. 
By  amendment  in  1926  the  period  was  extended  three  years.2 
In  1928  the  time  limit  established  was  April  6,  1930.3  Finally,  by 
the  Act  of  June  3,  1930,  this  section  was  repealed,  and  the  original 
requirement  that  service  connection  should  be  established  by 
medical  examination  was  completely  eliminated  by  the  addition  of 
a  provision  directing,  "that  the  regulations  relating  to  the  nature 
and  extent  of  the  proofs  and  evidence  shall  provide  that  due  regard 
shall  be  given  to  lay  and  other  evidence  not  of  a  medical  nature."4 
A  more  serious  change,  which  undermined  the  fundamental 
principle  that  compensation  was  not  a  reward  for  military  service 
but  was  rather  a  method  of  relief  restricted  to  those  who  had  made 
special  sacrifices  as  a  consequence  of  such  service,  was  made  by 
the  Act  of  July  3,  1930.5  That  act  provided  for  the  payment  of  a 
special  disability  allowance  to  any  honorably  discharged  ex-service 
man  who  had  served  90  days  or  more  during  the  W7orld  W7ar,  and 
who  was  suffering  from  a  25%  or  more  permanent  disability  not 
acquired  in  service  and  consequently  not  grounds  for  the  usual 
compensation  payments.  It  was  specified  that  the  disability  must 
not  be  the  result  of  the  applicant's  willful  misconduct  and  that  the 
allowance  should  not  be  payable  to  any  person  not  entitled  to 

1  Public  No.  628,  68th  Congress.  This  provision  had  already  been  introduced 
in  a  somewhat  different  form.   See  pp.  19-20. 

2  Public  No.  448,  69th  Congress,  approved  July  2,  1926. 

3  Public  No.  585,  70th  Congress,  approved  May  29,  1928. 

4  Public  No.  522,  71st  Congress,  approved  July  3,  1930.  The  new  provision 
was  added  to  Section  5,  which  outlined  the  general  powers  and  duties  of  the 
Director  of  the  Veterans'  Bureau. 

6  Idem. 
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exemption  from  the  payment  of  a  federal  income  tax  for  the  year 
preceding  the  filing  of  the  application.  The  allowance  was  fixed  at 
$12  a  month  for  25%  disability,  $18  for  50%  disability,  ?24  for 
75%  disability,  and  $40  for  total  disability.  In  effect  this  allow- 
ance represented  merely  a  service  pension  contingent  on  disability, 
thus  opening  the  way  to  a  return  to  the  pension  system  that  the 
War  Risk  Insurance  Act  had  attempted  to  supplant.1 

Administration  of  Relief  Legislation 
Under  the  War  Risk  Insurance  Act,  the  administration  of  the 
relief  measures  provided  was  placed  in  charge  of  the  Bureau  of 
War  Risk  Insurance  of  the  Treasury  Department,  with  the  inten- 
tion of  keeping  the  compensation  and  insurance  separate  from  the 
existing  pension  system.  Supplementary  forms  of  relief  were  placed 
under  the  direction  of  other  agencies.  In  the  case  of  medical 
services,  control  was  largely  vested  in  the  United  States  Public 
Health  Service,  while  vocational  training  was  directed  by  the 
Federal  Board  for  Vocational  Education.  In  1921  the  United 
States  Veterans'  Bureau  was  created  to  take  over  the  administra- 
tion of  all  activities  for  the  benefit  of  World  War  veterans.2 
Finally,  in  1930  the  President  was  authorized  to  consolidate  the 
activities  of  the  Bureau  of  Pensions  in  the  Interior  Department, 
the  National  Home  for  Disabled  Volunteer  Soldiers,  and  the 
Veterans'  Bureau  under  a  single  independent  agency  to  be  known 
as  the  Veterans'  Administration.3 

The  administration  of  veteran  relief  legislation  has  been  very 
largely  in  the  hands  of  World  War  veterans.  In  1930,  prior  to  the 
creation  of  the  Veterans'  Administration,  ex-service  men  repre- 
sented 59.5%  of  the  total  male  employees  on  the  Bureau's  payrolls.4 
The  physicians  employed  by  the  Bureau  to  pass  on  compensation 
claims  included  124  physicians  who  were  themselves  receiving  com- 
pensation in  the  form  of  retirement  pay  under  the  Emergency 

1  A  further  extension  of  the  pension  idea  was  represented  in  a  bill,  H.  R.  8579, 
adopted  by  the  House  of  Representatives  on  May  2,  1932.  That  bill  provided 
for  the  payment  of  allowances  to  the  widows  and  children  of  deceased  veterans 
who  died  of  disabilities  not  acquired  in  service.  See  Congressional  Record,  72nd 
Congress,  1st  Session,  Vol.  75,  pp.  9688-9695. 

2  Public  No.  47,  67th  Congress,  approved  August  9,  1921.  The  Veterans'  Bureau 
was  subsequently  the  subject  of  considerable  criticism,  and  Congressional  investi- 
gation disclosed  numerous  abuses. 

3  Public  No.  536,  71st  Congress,  approved  July  3,  1930. 

4  Veterans'  Bureau,  "Annual  Report,"  1930,  op.  cit.,  p.  40. 

3 


26        WORLD  WAR  VETERANS  AND  THE  TREASURY 


Officers'  Retirement  Act.1  As  might  be  expected,  therefore,  the 
law  has  been  liberally  interpreted  by  its  administrators,  who 
apparently  failed  to  appreciate  the  importance  of  restricting  relief 
in  order  to  avoid  the  abuses  associated  with  a  wide-open  pension 
system.  They  also  supported  the  amendatory  legislation  for  the 
payment  of  compensation  for  disability  not  incurred  in  the  military 
service,  as  appears  from  the  following  statement  taken  from  the 
letter  of  transmittal  accompanying  the  annual  report  of  the  Di- 
rector for  the  fiscal  year  1930. 

"In  the  matter  of  extensions  of  benefits  to  World  War  veterans, 
it  was  recognized  that  many  veterans  of  the  World  War  were 
becoming  disabled  from  diseases  and  injuries  which  could  not  be 
directly  traced  to  their  military  service  and  that  many  of  these 
veterans  were  in  need.  To  meet  this  problem,  the  Director  of 
the  Veterans'  Bureau  and  his  assistants  counseled  with  the  appro- 
priate committees  of  the  Congress  to  the  end  that  a  disability 
allowance  was  provided  to  veterans  permanently  disabled  to  an 
extent  of  25  per  cent  or  more,  without  reference  to  their  military 
service."2 

It  should  be  recognized,  however,  that  the  Veterans'  Bureau  and 
its  successor,  the  Veterans'  Administration,  have  been  confronted 
with  many  difficult  problems  in  connection  with  the  interpretation 
and  administration  of  veteran  relief  legislation.  The  repeated 
demands  of  veterans'  organizations  for  additional  legislation,  which 
have  been  accompanied  by  occasional  criticism  of  administrative 
policies  on  the  ground  of  alleged  illiberality,  may  be  accepted  as 
evidence  of  an  endeavor  on  the  part  of  administrative  officials  to 
adhere  as  strictly  as  circumstances  would  permit  to  the  limitations 
imposed  by  law  upon  compensation  awards  and  other  forms  of  aid 
to  veterans.  The  approval  given  by  the  Veterans'  Bureau  to  the 
legislative  liberalization  of  relief  measures  may  be  subject  to 
criticism,  but  credit  should  also  be  given  to  that  agency  for  its 
refusal  to  support  proposals  the  adoption  of  which  would  have 
completely  destroyed  the  basic  principles  of  disability  compensation.3 

1  House  Committee  on  World  War  Veterans'  Legislation,  "Hearings  on  H.  R. 
7825,"  Washington,  D.  C,  1930,  p.  38. 

2  "Annual  Report,"  1930,  op.  cit.,  p.  xi. 

3  For  example,  the  Act  of  July  3,  1930,  against  which  criticism  has  been  directed 
particularly  because  of  its  disability  allowance  provisions,  was  a  compromise 
measure  substituted  for  a  bill,  H.  R.  10381,  vetoed  by  President  Hoover.  That  bill 
proposed  to  enlarge  the  existing  presumptions  of  service  connection  by  the  inclusion 
of  numerous  additional  diseases  and  by  the  extension  of  the  presumption  period 
from  1925  to  1930.  The  effect  of  the  adoption  of  such  proposals  is  analyzed  in 
the  veto  message.  See  Congressional  Record,  71st  Congress,  2nd  Session,  Vol.  72, 
part  11,  p.  11827. 
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Summary 

This  description  of  the  legislative  development  of  relief  measures 
for  the  benefit  of  the  veterans  of  the  World  War  has  indicated  the 
process  by  which  the  limitations  and  restrictions  of  the  War  Risk 
Insurance  Act  were  gradually  broken  down.  By  the  creation  of 
doubtful  presumptions  of  service  connection,  by  the  provision  of 
special  forms  of  compensation,  by  the  elimination  of  time  limita- 
tions, and  by  the  introduction  of  service  pensions,  the  principles 
upon  which  the  original  legislation  was  based  have  been  discarded. 
The  result  has  been  a  steady  increase  in  the  expenditures  required 
for  veteran  relief,  which  will  be  analyzed  in  subsequent  chapters. 


CHAPTER  III 


ADJUSTED  COMPENSATION  OR  THE  VETERANS'  BONUS 

THE  veteran  relief  measures  described  in  the  preceding  chap- 
ter were  supplemented  in  1924  by  the  enactment,  over 
the  veto  of  President  Coolidge,  of  legislation  providing  a 
special  grant  to  veterans  which  was  officially  entitled  adjusted 
compensation  but  was  popularly  called  the  bonus.  In  theory  this 
bonus  was  not  a  form  of  relief,  but  rather  represented  an  addition 
to  the  regular  pay  for  wartime  service.  Consequently,  the  problems 
presented  in  this  legislation  may  properly  be  considered  separately 
from  those  involved  in  the  relief  measures,  although  the  two  forms 
of  government  aid  are  interrelated  in  so  far  as  the  bonus  constitutes 
a  substitute  for  service  pensions. 

After  the  World  War  and  the  return  of  service  men  to  civil  life, 
many  of  the  individual  states  enacted  legislation  providing  a  special 
bonus  or  other  forms  of  relief  for  those  of  their  citizens  who  had 
been  in  service.  The  total  reported  expenditures  for  such  purposes 
during  the  period  from  April,  1917,  to  June,  1930,  amounted  to 
$519,791, 190.1  In  addition,  a  bonus  of  ?60  was  granted  by  Con- 
gress under  legislation  enacted  February  24,  1919. 2 

These  grants,  however,  failed  to  satisfy  at  least  the  politically 
ambitious  war  veterans,  and  agitation  developed  in  the  various 
veteran  organizations  for  the  payment  of  a  substantial  bonus  by 
the  Federal  Government.  The  payment  of  such  a  bonus  was  held 
to  be  justified  by  the  fact  that  the  rate  of  pay  for  military  service 
was  considerably  below  the  rates  in  civil  occupations  and  that 
veterans  should  be  recompensed  for  the  consequent  loss  in  earn- 
ings.3 Since  the  subsequent  enactment  of  bonus  legislation  has 
made  the  question  largely  academic,  it  is  unnecessary  to  discuss 

1  See  testimony  of  Brigadier  General  Frank  T.  Hines,  Administrator  of  Vet- 
erans' Affairs,  "Payment  of  Adjusted-Compensation  Certificates,"  Hearings  before 
the  Committee  on  Ways  and  Means,  House  of  Representatives,  72nd  Congress, 
1st  Session,  Washington,  D.  C,  1932,  p.  586. 

2  40  Statutes  at  Large  1151. 

3  The  arguments  in  favor  of  the  bonus  proposal  are  outlined  and  analyzed  in 
a  report  issued  by  the  National  Industrial  Conference  Board  in  1923,  entitled 
"The  Soldiers'  Bonus  or  Adjusted  Compensation  for  Soldiers." 
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this  controversy  in  detail.  It  should  be  pointed  out,  however,  that 
any  comparison  of  the  pay  for  military  service  with  the  pay  in  civil 
occupations  during  the  war  period  should  take  into  account  the 
fact  that  the  Government  provided  for  the  maintenance  of  all  men 
in  service  and  also  supplemented  their  pay  by  substantial  allow- 
ances for  family  support. 

Agitation  by  the  veterans'  organizations  ultimately  resulted  in 
the  passage  of  an  adjusted  compensation  bill  by  the  Congress, 
but  this  measure  was  vetoed  by  President  Harding  on  September 
19,  1922,  and  subsequently  failed  of  passage  over  the  veto  in  the 
Senate.  In  1924  President  Coolidge  vetoed  a  similar  bill,  but  the 
required  two-thirds  vote  was  obtained  in  both  houses,  and  the 
measure  became  law  on  May  19,  1924.  It  was  assumed  that  this 
legislation  had  definitely  settled  the  bonus  issue,  but  unfortunately 
subsequent  events  proved  that  the  bonus  problem  had  merely 
assumed  a  new  aspect.  In  order  to  understand  that  problem,  it  is 
necessary  to  outline  briefly  the  chief  provisions  of  that  law. 

The  World  War  Adjusted  Compensation  Act 
The  World  War  Adjusted  Compensation  Act1  limited  the  appli- 
cation of  the  bonus  provisions  to  honorably  discharged  members  of 
the  military  and  naval  forces  in  active  service  between  April  5, 
1917,  and  November  12,  1918.  Conscientious  objectors  who  per- 
formed no  military  duty  and  aliens  discharged  from  service  on 
account  of  alienage  were  specifically  excluded.  No  credit  was  to 
be  given  for  service  as  a  commissioned  officer  above  the  grades  of 
captain  in  the  Army  or  Marine  Corps,  lieutenant  in  the  Navy, 
first  lieutenant  in  the  Coast  Guard,  or  passed  assistant  surgeon2 
in  the  Public  Health  Service.  With  these  limitations,  each  veteran 
was  entitled  to  an  adjusted  service  credit  based  upon  the  number 
of  days  in  excess  of  sixty  of  active  service  between  April  5,  1917, 
and  July  1,  1919.  The  sixty  days  for  which  no  credit  was  allowed 
represented  the  period  assumed  to  have  been  covered  by  the 
previous  $60  bonus.  For  each  day  of  home  service,  the  credit 
allowed  was  $1;  for  overseas  service  the  credit  was  $1.25.  It  was 
specified  that  the  amount  of  credit  should  not  exceed  $500,  in  the 
case  of  a  veteran  who  had  performed  no  overseas  service,  and 
$625,  in  the  case  of  a  veteran  who  had  performed  any  overseas 

1  Public  No.  120,  68th  Congress. 

2  An  intermediate  grade  between  assistant  surgeon  and  surgeon. 
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service.  Where  the  amount  of  credit  was  not  more  than  $50,  the 
veteran  was  entitled  to  cash  payment,  otherwise  he  should  be 
given  an  adjusted  service  certificate  having  a  face  value  determined 
by  the  amount  of  twenty-year  endowment  insurance  that  the 
service  credit  plus  25%  would  purchase,  taking  into  account  the 
age  of  the  veteran  on  the  birthday  nearest  the  date  when  the 
certificate  was  issued.  It  was  provided  that  this  endowment 
insurance  should  be  calculated  on  the  basis  of  the  American 
Experience  Tables  of  Mortality  and  interest  at  4%. 

This  certificate  was  made  payable  to  the  veteran  himself  twenty 
years  from  the  date  on  which  it  was  issued  or,  in  the  event  that  he 
died  prior  to  that  time,  to  the  designated  beneficiary.  After  two 
years  the  certificates  might  also  be  used  as  collateral  for  loans  by 
any  bank  to  the  extent  of  90%  of  their  reserve  value.  Such  loans 
were  facilitated  by  making  notes  backed  by  the  certificates  eligible 
for  rediscount  by  Federal  Reserve  banks.  Finally,  it  was  specified 
that  applications  for  adjusted  service  credit  should  be  made  on 
or  before  January  1,  1928.  The  dependents  of  any  deceased 
veteran  who  had  failed  to  file  such  an  application  were  authorized 
to  apply  for  the  amount  of  the  credit,  but  did  not  become  entitled 
to  the  additional  25%.  In  such  cases  it  was  provided  that  pay- 
ment should  be  made  in  full  if  the  credit  was  less  than  $50  or  in 
ten  quarterly  instalments  if  it  was  more  than  that  amount. 

In  substance,  Congress  granted  a  bonus  to  each  veteran  of  not 
more  than  J625  and  then,  on  the  consideration  that  the  veteran 
would  accept  in  place  of  cash  the  government's  note  payable  in 
twenty  years  with  interest  at  4%,  increased  the  original  allowance 
by  25%  and  added  the  insurance  feature.  The  fact,  however,  that 
the  certificates  issued  to  veterans  showed,  not  the  basic  service 
credit,  but  rather  the  amount  ultimately  payable,  tended  to  obscure 
the  situation  between  the  parties  to  this  agreement.  Each  veteran 
naturally  assumed  that  the  Government  owed  him  the  amount 
shown  on  the  face  of  his  certificate.  This  belief  that  the  bonus 
granted  by  Congress  was  represented  by  the  ultimate  obligation  of 
the  Government  was  responsible  in  part  for  the  growing  demand 
for  cash  payment  of  the  certificates. 

Preceding  the  agitation  for  immediate  payment  that  ultimately 
developed,  there  was  a  demand  for  certain  changes  intended  to 
liberalize  the  law.  In  1926  legislation  was  enacted  providing  for 
the  filing  of  applications  for  adjusted  compensation  in  cases  where 
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veterans  had  died  and  specifying  that  no  deductions  from  the 
compensation  should  be  made  on  account  of  indebtedness  to  the 
Government.1  This  legislation  was  followed  by  a  modification  of 
the  loan  provisions  authorizing  the  Director  of  the  Veterans' 
Bureau  to  make  loans  on  the  certificates  out  of  the  United  States 
Government  life  insurance  fund.2  Later,  the  interest  rate  on  such 
loans,  previously  fixed  at  2%  above  the  rate  for  ninety-day  com- 
mercial paper  in  the  Federal  Reserve  district,  was  restricted  to 
6%. 3  In  1931  legislation  was  passed  over  the  veto  of  the  President 
changing  the  loan  basis  to  50%  of  the  face  value  and  reducing  the 
interest  rate  to  4^%.4  As  a  result  of  this  change,  it  was  possible  to 
borrow  approximately  twice  the  amount  previously  allowed.  For 
example,  on  the  average  certificate  for  $1,000,  issued  to  a  veteran 
at  the  age  of  33  and  dated  January  1,  1925,  the  loan  limit  based  on 
reserve  value  was  only  $225.38  on  March  1,  1930,  as  compared  with 
the  $500  loan  limit  authorized  by  this  legislation.5  In  1932  the 
interest  rate  was  reduced  to  3>^%,  and  the  loan  privilege  was 
extended  by  the  elimination  of  the  two-year  requirement  under 
which  veterans  had  been  prevented  from  obtaining  loans  imme- 
diately upon  the  issuance  of  their  certificates.6 

In  addition  to  these  changes  in  the  loan  provisions,  the  Adjusted 
Compensation  Act  was  twice  liberalized  by  an  extension  of  the 
period  during  which  applications  might  be  filed.  In  1928,  after  the 
original  time  limit  had  expired,  the  right  to  make  an  application 
was  revived  and  extended  to  January  2,  1930.7  This  process  was 
repeated  in  1930,  when  the  limit  was  changed  to  January  2,  1935.8 

The  description  of  the  bonus  legislation  given  in  the  preceding 
paragraphs  testifies  to  the  fact  that  the  subject  is  involved  in 
technicalities.  The  amount  of  any  individual  bonus  and  the 
privileges  that  it  confers  are  computed  according  to  life  insurance 
principles.  It  is  safe  to  say  that  the  majority  of  holders  of  life 
insurance  policies  have  only  a  very  hazy  idea  of  how  their  contracts 

1  Public  No.  472,  69th  Congress,  approved  July  3,  1926. 

2  Public  No.  762,  69th  Congress,  approved  March  3,  1927. 

3  Public  No.  1031,  70th  Congress,  approved  March  4,  1929. 

4  Public  No.  743,  71st  Congress,  effective  February  27,  1931. 

6  See  testimony  of  Brigadier  General  Hines,  "Payment  of  Adjusted-Compensation 
Certificates,"  op.  cit.,  p.  568. 

6  Public  No.  303,  72nd  Congress,  approved  July  21,  1932. 

7  Public  No.  570,  70th  Congress,  approved  May  29,  1928. 

8  Public  No.  303,  71st  Congress,  approved  June  5,  1930. 
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are  computed.  It  is  not  surprising  therefore  that  among  those  to 
whom  the  adjusted  service  compensation  certificates  have  been 
issued  there  should  be  little  understanding  of  what  the  Government 
has  promised  them,  and  what  rights  they  have  acquired  under 
these  promises. 

A  restatement  of  the  fundamental  bases  of  the  certificates  may 
be  helpful  in  judging  the  widespread  demand  for  the  immediate 
payment  of  the  bonus  which  is  to  be  considered  shortly.  In 
establishing  the  adjusted  service  compensation  certificates  the 
Government  has  not  only  based  them  upon  insurance  principles 
that  are  only  vaguely  understood  but  has  complicated  matters  by 
mixing  two  distinct  types  of  endowment  insurance. 

In  fixing  the  obligation  assumed  by  the  Government  it  has 
computed  the  principal  of  a  20-year  endowment  policy  on  the 
assumption  of  a  single  premium  payment  equal  to  the  amount  of 
the  service  credit.  In  order  to  illustrate  the  principle  here  involved, 
the  Conference  Board  has  computed  the  service  credit  on  1000 
certificates,  which  placed  at  compound  interest  would  pay  death 
claims  of  $1000  each  during  a  20-year  period  and  at  the  termination 
of  the  period  would  pay  each  survivor  the  sum  of  $1000,  it  being 
assumed  that  all  of  the  certificates  were  issued  at  the  same  time 
to  men  of  35  years  of  age.  The  steps  by  which  the  government 
obligation  to  certificate  holders  would  grow  during  this  period 
are  shown  graphically  in  Figure  1  of  Chart  1.  It  shows  how  the 
survivors  gradually  diminish  in  number,  how  as  they  drop  off  their 
claims  are  paid,  and  how  such  payments  halt  the  progress  of  the 
fund  out  of  which  after  20  years  the  sum  of  $1000  is  to  be  available 
for  each  of  the  original  certificate  holders  then  living. 

The  single  payment  equal  to  the  service  credit  used  as  a  basis 
for  computing  the  Government's  obligation  to  the  certificate  holder 
represented,  of  course,  a  principle  not  a  fact.  The  accumulation  of 
funds  by  which  to  meet  current  obligations  for  death  claims  and 
ultimate  maturities  of  the  endowment  was  based  on  another  insur- 
ance principle,  namely,  the  annual  payment  of  a  level  premium 
during  the  life  of  the  certificate.  Such  payments  were  provided 
through  annual  appropriations  to  the  Adjusted  Service  Certificate 
Fund.  For  a  maturing  certificate  of  $1000  Figure  2  of  Chart  1 
shows  the  gradual  progress  of  the  Government's  obligation  as  de- 
picted in  Figure  1,  and  also  the  gradual  progress  of  the  fund  from 
which  that  obligation  is  to  be  met. 
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Veterans'  Bonus  Fundamentals 

Sources:  United  States  Veterans  Administration,  National  Industrial 
Conference  Board 


FIGURE  I.    OBLIGATION    ASSUMED  BY  FEDERAL  GOVERNMENT 

20  YEAR  ENDOWMENT  INSURANCE  PURCHASABLE  WITH  THE  BONUS  CREDIT 
APPLIED  AS  A  SINGLE  PREMIUM  . 
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It  has  already  been  noted  that  like  any  other  insurance-holder 
the  certificate-holder  enjoys  the  privilege  of  borrowing  against  his 
policy.  The  earlier  provisions  of  the  law  were  based  on  sound 
insurance  principles  in  using  the  accumulated  funds  as  a  measure 
of  permissible  borrowings.  The  present  provision  of  the  law 
permits  loans  up  to  50%  of  the  face  value  of  the  certificate,  loans 
which  at  the  present  time  are  greater  than  the  amounts  earned  by 
the  policy.  The  line  across  Figure  2  shows  that  in  the  illustration 
given  the  accumulation  of  funds  would  not  be  equal  to  the  maxi- 
mum of  the  borrowing  privilege  until  the  year  1937.  The  situation 
at  the  present  time  is  that  a  large  number  of  certificate-holders 
have  made  loans  in  sums  in  excess  of  what  they  would  be  entitled 
to  borrow  on  sound  insurance  principles.  In  the  aggregate 
these  loans  exhausted  the  funds  available  through  the  regular 
annual  appropriations  to  the  Adjusted  Service  Compensation  Fund 
and  required  that  it  should  be  replenished  by  emergency  appropria- 
tions whose  effect  was  of  course  to  hasten  the  progress  of  the  fund 
beyond  the  rate  originally  contemplated  by  law.  An  understanding 
of  the  basic  insurance  principles  underlying  the  provisions  of  the 
certificates  and  the  violation  of  these  principles  in  the  maximum 
loan  privilege  is,  it  is  believed,  facilitated  by  the  graphic  presenta- 
tion of  veterans'  bonus  fundamentals  in  Chart  1. 

The  Demand  for  Cash  Payment  of  Bonus  Certificates 
The  general  business  depression  and  widespread  unemployment 
that  followed  the  close  of  the  year  1929  encouraged  a  demand  on 
the  part  of  the  veterans'  organizations  for  immediate  payment  of 
the  bonus.  Although  this  demand  was  partially  held  in  check  by 
the  more  conservative  elements,  a  large  number  of  bills  containing 
various  proposals  for  carrying  out  the  idea  were  introduced  in 
Congress.1  The  increase  in  unemployment  during  1931  gave 
impetus  to  the  demand  for  immediate  payment,  and  Congress  was 
flooded  with  petitions  from  individual  veterans  and  local  veterans' 
organizations. 

This  agitation,  supplemented  by  a  spectacular  descent  upon 
Washington  of  thousands  of  ex-service  men  from  all  parts  of  the 
country,  ultimately  led  to  a  vote  by  both  houses  of  Congress  on  a 

1  Twenty  such  bills  were  adversely  reported  from  the  House  Committee  on  Ways 
and  Means  on  Mav  7,  1932.  See  Congressional  Record,  72nd  Congress,  1st  Session, 
Vol.  75,  pp.  10085-86. 
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bill1  under  which  the  Administrator  of  Veterans'  Affairs  was 
directed  to  pay  to  each  veteran,  in  treasury  notes  issued  for  that 
particular  purpose,  the  face  value  of  his  bonus  certificate  less  the 
amount  of  any  loan  plus  interest  that  had  accrued  prior  to  October 
1,  1931.  In  the  House  of  Representatives  this  bill  was  passed  on 
June  15,  1932,  by  a  vote  of  211  to  176,  after  it  had  been  amended 
to  provide  an  alternative  method  of  payment  through  a  bond 
issue.2  In  the  Senate,  however,  the  bill  was  defeated  by  a  vote  of 
62  to  16.3  In  spite  of  this  defeat  the  agitation  for  cash  payment 
of  the  bonus  certificates  has  continued  unabated. 

Obligation  Represented  by  the  Bonus  Certificates 

As  of  June  30,  1932,  there  were  in  force  3,544,251  adjusted  com- 
pensation certificates,  having  a  total  face  value  of  $3, 514, 284, 141. 4 
The  individual  face  value  of  these  certificates  ranges  from  $126  to 
$1,590,  and  the  average  value  is  approximately  $1,000.  The  larger 
part  of  the  applications  for  adjusted  compensation  were  filed  im- 
mediately after  the  enactment  of  the  law  in  1924,  and  consequently 
a  substantial  part  of  the  obligation  represented  by  those  certificates 
will  become  due  in  1945.  After  making  allowance  for  future  death 
claims,  it  is  estimated  by  the  Veterans'  Administration  that  the 
amount  of  the  certificates  maturing  in  1945  will  be  $2,646,128, 736.5 
As  a  result  of  delayed  application,  however,  many  certificates  will 
not  mature  until  several  years  later,  so  that  the  ultimate  expendi- 
tures will  be  distributed  to  some  degree  over  a  period  of  from  six 
to  ten  years. 

As  previously  pointed  out,  the  face  value  of  the  certificates 
measures  the  ultimate  obligation  of  the  Government  but  not  the 
amount  that  might  properly  be  treated  as  due  at  the  present  time. 
The  estimated  present  value  of  the  certificates  outstanding  on  the 
basis  of  a  single  net  premium  as  of  January  31,  1932,  was  $1,879,- 
331,854.    The  cost  of  accelerated  payment  would  represent  the 

1  H.  R.  7726,  72nd  Congress,  1st  Session. 

2  Congressional  Record,  72nd  Congress,  1st  Session,  Vol.  75,  p.  13450.  The 
amendment,  p.  13439,  authorized  the  Secretary  of  the  Treasury  to  deposit  bonds 
bearing  3yZ%  interest  and  payable  in  20  years  with  the  Federal  Reserve  Banks. 
These  bonds  might  be  sold  to  the  public  at  the  discretion  of  the  Federal  Reserve 
banks  and  the  money  used  to  retire  an  equivalent  amount  of  the  treasury  notes. 

3  Ibid.,  p.  13698.  ' 

4  New  York  Times,  September  11,  1932.  Article  by  Brigadier  General  Frank 
T.  Hines. 

5  Testimony  of  Brigadier  General  Hines,  "Payment  of  Adjusted-Compensation 
Certificates,"  op.  cit.,  p.  559. 
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difference  between  the  present  value  of  the  certificates  and  their 
face  value  and  would  amount  to  $1,633,844,010  computed  as 
follows:1 

Face  value  of  outstanding  certificates  as  of  January  31, 

1932  $3,513,175,864 

Deduct 

Present  value  of  certificates  calculated 
on  basic  credit  applied  on  single  net 
premium  basis.  .$1,728,121,245 

Plus  earned  portion  of  the  25%  addi- 
tional credit  granted  on  account  of 
deferred  payment— 7  years   151,210,609 

Net  present  value  of  outstanding  certificates   1,879,331,854 

Added  cost  on  account  of  accelerated  payment. .  .  .  $1,633,844,010 

The  situation  is  complicated  by  the  fact  that  substantial  ad- 
vances have  been  made  by  the  Government  in  the  form  of  loans  on 
the  certificates.  On  June  30,  1932,  2,734,582  certificates  were 
pledged  with  the  Veterans'  Administration  as  collateral  for  a  total 
indebtedness  of  $1 ,429  million.2  Under  the  amendatory  legislation 
of  1931  increasing  the  loan  privilege  to  50%  of  the  face  value,  it 
became  possible  for  the  holder  of  a  certificate  for  $1,000  to  borrow 
$500,  although  his  basic  service  credit  representing  the  original 
bonus  amounted  to  less  than  J400.  It  would  appear,  therefore, 
that  those  veterans  who  have  already  borrowed  to  the  full  extent 
allowed  have  already  received  more  than  the  amount  to  which  they 
may  properly  be  considered  entitled  at  the  present  time. 

Cost  of  Immediate  Payment 

The  cost  of  paying  the  bonus  at  the  present  time  instead  of 
waiting  until  the  expiration  of  the  twenty-year  period  is  dependent 
on  both  the  basis  and  the  method  of  payment.  Since  settlement  on 
the  basis  of  the  present  value  of  the  certificates  would  be  of  little 
benefit  to  those  veterans  who  had  borrowed  up  to  50%  of  the  face 
value,  payment  in  full  of  the  ultimate  obligation  is  usually  advo- 
cated.3   It  is  also  proposed  in  the  Patman  bill4  that  interest  on 

Ubid.,  p.  585. 

2  New  York  Times,  September  11,  1932.  On  June  30,  1932,  there  were  about 
200,000  certificates  without  the  loan  privilege  subsequently  made  eligible  by  the 
amendment  of  July  21,  1932. 

3  An  exception  is  H.  R.  11300,  72nd  Congress,  1st  Session,  providing  for  redemp- 
tion on  the  basis  of  present  value.  Under  that  bill,  however,  the  present  value 
would  be  determined  on  the  basis  of  the  service  credit  plus  the  full  25%  added 
credit  allowance  making  the  total  present  value  of  outstanding  certificates  approx- 
imately $2,160  million.  See  "Payment  of  Adjusted-Compensation  Certificates," 
op.  cit.,  p.  452. 

4  H.  R.  7726.  This  was  the  bill  passed  by  the  House  of  Representatives  on 
June  15,  1932,  but  subsequently  rejected  in  the  Senate. 
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loans  accumulated  since  October  1,  1931,  should  be  remitted.  Two 
methods  of  payment  have  been  suggested:  first,  by  issuing  treasury 
notes  to  the  full  amount  required;  and,  second,  by  raising  the 
money  through  the  medium  of  government  bonds. 

Provision  was  made  in  the  World  War  Adjusted  Compensation 
Act  for  the  creation  by  annual  appropriations  of  a  fund  sufficient 
to  provide  for  the  redemption  of  the  adjusted-service  certificates 
upon  maturity.  Up  to  March  21,  1932,  Congress  had  appropriated 
a  total  of  $1,096  million  for  that  purpose.  Although  interest  from 
investments  in  government  securities  had  added  over  $114  million 
to  these  appropriations,  payments  on  matured  certificates  and  loans 
to  veterans  had  so  depleted  the  fund  that  only  $141,521,157  was 
available  for  use  in  paying  the  bonus  in  full.1  The  additional  funds 
required  represent  the  cost  to  the  government  of  carrying  out  the 
proposal  for  immediate  cash  payment  of  the  certificates,  but  do  not 
indicate  the  total  expenditures  resulting  from  the  enactment  of 
the  bonus  legislation. 

In  estimating  the  appropriations  needed  to  provide  for  immediate 
payment  of  the  bonus,  it  is  assumed  that  none  of  the  existing 
indebtedness  on  the  part  of  veterans  will  be  canceled.  It  is  also 
assumed  that  the  United  States  Government  life  insurance  fund 
will  be  reimbursed  for  the  loans  made  therefrom  and  that  similar 
provision  will  be  made  for  the  repayment  of  indebtedness  to  banks. 
Taking  these  factors  into  account,  the  Veterans'  Bureau  estimates 
that  over  $2,400  million  will  be  needed  to  pay  the  bonus  certificates 
on  the  basis  of  their  face  value.2  The  remission  of  interest  as 
provided  in  the  Patman  bill  would  involve  an  additional  cost, 
amounting  as  of  January  31,  1932,  to  $12,671, 575.3  If  payment 
were  to  be  made  on  the  basis  of  the  present  value,  computed  by 
allowing  interest  at  4%,  compounded  annually,  on  the  adjusted- 
service  credit  plus  the  additional  25%,  the  additional  appropria- 
tion required  would  be  $1,239,604,385. 4  This  method  of  settlement, 

1  Ibid.,  p.  563.  Expenditures  represented  by  the  payment  of  matured  certificates 
amounted  to  $127,476,431.  Loans  to  veterans  included  direct  loans  to  the  amount 
of  $904,733,202  and  loans  redeemed  from  banks  to  the  amount  of  $36,505,559. 
These  figures  do  not  include  loans  made  from  the  life  insurance  fund  amounting  to 
$362,444,138. 

2  An  estimate  made  as  of  January  31,  1932,  fixed  the  additional  appropriation 
required  at  $2,410,154,438.  "Payment  of  Adjusted-Compensation  Certificates," 
op.  cit.,  pp.  453,585.  A  later  estimate  as  of  May  1,  1932,  fixed  the  amount  at 
$2,403,826,875.  Congressional  Record,  72nd  Congress,  1st  Session,  Vol.  75, 
p.  13676. 

3  "Payment  of  Adjusted-Compensation  Certificates,"  op.  cit.,  p.  453. 

4  Congressional  Record,  72nd  Congress,  1st  Session,  Vol.  75,  p.  13676. 
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however,  does  not  meet  the  wishes  of  the  advocates  of  immediate 
payment,  who  have  refused  to  consider  anything  except  payment 
in  full  of  the  face  value  of  the  certificates. 

Assuming  that  the  necessary  $2,400  million  was  provided  by 
merely  issuing  treasury  notes  for  that  amount,  the  payment  of  the 
bonus  would  involve  no  direct  cost,  but  such  an  inflationary  policy 
would  undoubtedly  result  in  considerable  indirect  costs  through 
the  effect  on  the  credit  of  the  Government  and  on  the  value  of  the 
dollar.  If  the  money  were  raised  by  issuing  30-year  bonds  at 
2%  as  provided  in  a  bill  sponsored  by  Senator  Thomas  of  Okla- 
homa,1 there  would  be  an  additional  cost  of  over  $1,900  million 
represented  by  the  interest  on  those  bonds.  It  is  evident  that, 
regardless  of  the  method  employed,  the  immediate  payment  of  the 
face  value  of  the  bonus  certificates  would  create  additional  burdens 
at  a  time  when  the  Government  is  facing  a  serious  financial 
emergency. 

Arguments  Advanced  in  Support  of  Immediate  Payment 

The  arguments  that  have  been  advanced  in  support  of  proposals 
for  the  immediate  payment  of  the  bonus  have  been  both  varied 
and  numerous.  They  may,  however,  be  briefly  summarized  under 
three  general  headings.  First,  there  are  those  arguments  in  which 
immediate  payment  is  treated  as  a  settlement  of  a  just  claim  on 
the  Government.  Second,  there  are  those  which  emphasize  the 
present  needs  of  veterans  for  financial  assistance.  Third,  there  are 
those  arguments  which  stress  assumed  economic  benefits  for  the 
country  as  a  whole. 

The  argument  that  the  bonus  certificates  represent  a  claim  upon 
the  Government  and  that  justice  demands  prompt  settlement  of 
this  claim  seems  somewhat  weak  in  view  of  the  fact  that  payment 
does  not  actually  become  due  until  1945.  In  order  to  justify  the 
demand  for  immediate  payment  of  the  face  value  of  the  certificates, 
it  is  contended  that  payment  of  the  basic  service  credit  should  be 
made  as  of  the  time  the  services  were  rendered.  By  assuming 
that  the  right  to  the  additional  $1  or  $1.25  a  day  for  each  day  of 
service  arose  June  1,  1918,  it  is  calculated  that,  with  compound 
interest  at  6%,  the  amount  due  on  October  1,  1931,  was  equal  to 
the  face  value  of  the  certificates.  In  support  of  this  method  of 
determining  the  amount  due,  it  is  argued  that  the  same  principle 
1  S.  4350,  72nd  Congress,  1st  Session. 
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was  applied  in  the  settlement  by  the  Government  of  other  claims 
arising  out  of  the  War.1 

This  line  of  reasoning  might  be  justified  if  the  bonus  actually 
represented  pay  withheld  by  the  Government.  At  the  time  the 
military  services  were  rendered,  however,  there  was  no  understand- 
ing that  additional  pay  would  be  granted.  The  bonus  was  funda- 
mentally a  gratuity,  based  on  the  theory  that  some  recompense 
should  be  made  for  the  assumed  reduction  in  earnings  resulting 
from  military  service.  Moreover,  the  legislation  of  1924  was 
treated  as  a  final  settlement  of  all  claims  and,  by  providing  insur- 
ance as  well  as  an  added  credit  of  25%,  was  intended  to  meet 
objections  to  the  delayed  payment  of  the  bonus. 

In  support  of  immediate  payment  of  the  bonus,  it  is  also  argued 
that  the  money  is  urgently  needed  by  the  veterans.  It  is  contended 
that  nearly  two  million  veterans  are  unemployed  and  in  need  of 
financial  assistance.2  The  fact  that  a  large  percentage  of  ex-service 
men  have  borrowed  on  their  adjusted-compensation  certificates  is 
also  cited  as  "proof  that  at  least  four-fifths  of  the  veterans  are  in 
need  of  this  money."3  Numerous  letters  describing  distressing 
conditions  among  the  families  of  veterans  have  also  been  offered  as 
evidence  of  the  necessity  for  the  enactment  of  legislation  providing 
for  the  payment  of  the  bonus.  This  type  of  argument  is  frequently 
supplemented  by  reference  to  the  value  of  the  services  rendered 
during  the  War  and  to  the  obligation  resting  on  the  country  to 
provide  for  those  who  have  made  sacrifices  in  its  defense. 

It  must  be  acknowledged  that  veterans  are  undoubtedly  sharing 
the  burdens  of  the  business  depression,  but  this  fact  does  not 
necessarily  justify  special  measures  for  their  relief.  It  should  be 
pointed  out  that  the  two  million  veterans  alleged  to  be  unemployed 
include  many  who  are  receiving  compensation  for  disability.  More- 
over, a  considerable  measure  of  relief  has  already  been  provided 
in  the  form  of  loans  on  the  bonus  certificates.  The  situation 
among  veterans  represents  merely  a  segment  of  the  unemployment 

1  See  testimony  of  Representative  Patman,  "Payment  of  Adjusted-Compensation 
Certificates,"  op.  cit.,  pp.  6-7,  785-9. 

2  Ibid.,  pp.  5,  262.  Congressman  La  Guardia,  however,  estimated  that  only 
about  13%  of  the  veterans  were  unemployed.  Ibid.,  pp.  311-13.  In  his  article 
in  the  New  York  Times,  Brigadier  General  Frank  T.  Hines  placed  the  number  of 
unemployed  veterans  at  from  600,000  to  800,000  and  stated  that  payment  of  the 
bonus  to  the  unemployed  alone  would  require  an  appropriation  of  about  $459 
million  and  involve  an  added  cost  of  about  J366.6  million. 

3  Ibid.,  p.  5. 
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problem,  and  efforts  directed  toward  the  solution  of  that  problem 
as  a  whole  are  of  greater  importance  than  any  form  of  relief  that 
would  be  restricted  to  a  limited  group. 

Although  the  arguments  already  mentioned  have  been  repeatedly 
advanced  in  support  of  proposals  for  immediate  payment  of  the 
bonus,  greater  emphasis  has  been  placed  upon  the  alleged  economic 
benefits  to  the  nation  as  a  whole  that,  it  is  assumed,  such  payment 
would  produce.  It  is  argued  that  the  distribution  of  the  money 
would  increase  consumer  purchasing  power  and  thereby  lead  to  a 
resumption  of  normal  business  activity.  To  illustrate  the  antici- 
pated benefit,  figures  have  been  compiled  by  the  advocates  of 
immediate  payment  showing  the  amount  of  money  that  would  go 
to  the  veterans  in  each  county  of  the  United  States.1  To  give 
assurance  that  the  money  would  be  wisely  expended,  evidence  has 
been  offered  in  the  form  of  an  analysis  of  the  uses  to  which  loans 
made  by  the  Veterans'  Bureau  were  put,  indicating  that  65%  of 
the  funds  received  were  expended  for  personal  and  family  necessities.2 

It  is  probable  that  the  distribution  of  the  bonus  would  give  a 
temporary  stimulus  to  consumer  buying  power,  but  at  the  same 
time  the  probable  impairment  of  the  nation's  credit  that  would 
accompany  the  bonus  payment  would  more  than  offset  any  bene- 
ficial effect.  The  money  would  be  distributed  among  a  relatively 
small  percentage  of  the  total  population,  and  consequently  the 
increase  in  buying  power  would  not  be  so  general  as  the  advocates 
of  immediate  payment  seem  to  believe.  The  net  result  would  be  a 
transfer  of  buying  power  from  one  class  to  another,  since,  no 
matter  what  method  was  employed  to  provide  the  necessary  funds, 
there  would  ultimately  follow  a  corresponding  increase  in  tax 
burdens. 

In  connection  with  the  proposal  to  pay  the  bonus  in  treasury 
notes  printed  for  that  purpose,  an  additional  argument  has  been 
advanced  based  on  the  quantity  theory  of  money.  It  is  argued 
that  the  money  now  in  circulation  is  insufficient  and  that,  by 
issuing  the  $2,400  million  required  as  additional  currency,  the 
process  of  deflation  could  be  checked,  and  prosperity  restored. 
Payment  of  the  bonus,  it  is  suggested,  affords  an  opportunity  for 
currency  expansion  and  the  consequent  elevation  of  the  level  of 
prices.   In  support  of  this  idea  the  Federal  Reserve  Board's  state- 

1  Congressional  Record,  72nd  Congress,  1st  Session,  Vol.  75,  pp.  4391-4408. 

2  "Payment  of  Adjusted-Compensation  Certificates,"  op.  cit.,  pp.  587-604. 
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ment  has  been  cited  to  the  effect  that,  on  the  basis  of  the  excess 
reserves,  the  Federal  Reserve  Banks  could  issue  $3,500  million  of 
credit,  if  the  demand  were  for  currency,  and  $4,000  million,  if  it 
were  for  deposits  at  Reserve  Banks.1  The  testimony  of  economists 
has  also  been  elicited  in  the  attempt  to  show  that  the  existing  gold 
reserve  was  sufficiently  adequate  to  permit  a  considerable  increase 
in  the  volume  of  currency  and  that  such  an  increase  was  needed 
to  stop  further  price  deflation.'2  Finally,  it  is  argued  that,  by  using 
treasury  notes  as  a  means  of  paying  the  bonus,  the  obligation  could 
be  canceled  without  cost  to  the  Government. 

The  alleged  benefits  of  the  policy  of  inflation  are  largely  vision- 
ary. Although  there  may  be  justification  for  some  measure  of 
currency  expansion  to  check  deflation,  the  adoption  of  the  proposed 
method  of  paying  the  bonus  would  have  a  disastrous  effect  upon 
the  nation's  credit  and  upon  the  general  economic  situation.  The 
amount  of  new  treasury  notes  involved  and  the  fact  that  the 
inflation  would  not  be  a  gradual  process  would  inevitably  create  a 
psychological  reaction  leading  to  a  demand  for  gold  redemption 
and  to  a  rapid  depletion  of  the  nation's  gold  reserves.  The  conse- 
quent decline  in  the  value  of  the  dollar  would  produce  a  rapid 
inflation  in  prices  that  would  be  more  disturbing  to  the  economic 
structure  than  the  recent  downward  trend.  Finally,  there  is  the 
added  danger,  illustrated  by  the  experience  of  other  countries,  that 
this  method  of  paying  governmental  obligations  would  be  extended 
to  other  fields  and  thus  bring  about  a  continued  inflation  that 
could  end  only  in  complete  collapse. 

Summary 

In  reviewing  the  history  of  the  bonus  legislation,  the  conclusion 
seems  inevitable  that,  in  view  of  the  extensive  provision  for  veteran 
relief,  the  legislation  was  a  mistake.   Instead  of  solving  the  problem 

1  Testimony  of  Representative  Patman,  ibid.,  p.  26.  The  statement  cited  was 
taken  from  the  Federal  Reserve  Bulletin,  March,  1932. 

2  In  the  Hearings  before  the  House  Committee  on  Ways  and  Means,  testimony 
on  these  points  was  given  by  Dr.  Willford  I.  King,  Professor  Edwin  W.  Kemmerer, 
and  Dr.  E.  A.  Goldenweiser.  "Payment  of  Adjusted-Compensation  Certificates," 
op.  cit.,  pp.  150-170,  397-438,  737-754.  Dr.  King  expressed  the  opinion  that  it 
would  be  "a  perfectly  sound  procedure  to  substitute  a  circulating  medium  for  non- 
circulating  medium  to  the  extent  of  what  the  indebtedness  is  at  the  present  time, 
but  not  to  the  extent  of  what  the  indebtedness  would  be  in  1945."  Ibid.,  p.  159. 
Professor  Kemmerer  and  Dr.  Goldenweiser  expressed  themselves  as  opposed  to  the 
suggested  method  of  currency  inflation.  The  opinions  of  other  economists  were 
obtained  by  correspondence  and  uniformly  indicated  opposition  to  payment  of  the 
bonus  through  the  issuance  of  treasury  notes.   Ibid.,  pp.  508-531. 
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created  by  the  demand  for  additional  compensation  for  wartime 
service,  it  has  created  new  problems  and  led  to  new  demands. 
Since,  however,  the  bonus  has  been  definitely  granted,  it  represents 
an  obligation  that  must  ultimately  be  paid  in  full.  Any  further 
departure  from  the  original  agreement  represented  by  the  World 
War  Adjusted-Compensation  Act  will  entail  not  only  a  large 
immediate  expense  but  a  heavy  ultimate  outlay  incalculable  in 
amount.  Past  experience  indicates  that  any  immediate  settle- 
ment, even  on  the  basis  of  the  present  value  of  the  certificates,  is 
almost  certain  to  prove  unsatisfactory  and  inconclusive  and  that, 
if  the  bonus  were  paid  now,  new  measures  for  veteran  aid  would 
be  introduced  promptly,  supported  by  the  same  arguments  that 
had  been  urged,  first,  in  favor  of  the  enactment  of  the  Adjusted 
Compensation  Act,  and,  later,  in  favor  of  cash  payment  of  the 
bonus. 


CHAPTER  IV 


EXPENDITURES  FOR  THE  BENEFIT  OF  WORLD 
WAR  VETERANS 

THE  annual  cost  of  the  various  forms  of  relief  extended  by  the 
Federal  Government  to  the  veterans  of  all  wars  constitutes 
an  important  item  of  expense  in  the  federal  budget.  In  the 
fiscal  year  1931/32  the  Veterans'  Administration  expended  a  total 
of  $869  million  of  which  all  but  $27.7  million,  disbursed  mainly 
under  the  civil  service  retirement  law,  represented  veteran  relief  in 
some  form.1  This  total  expenditure  included  approximately  $595.9 
million  for  activities  of  the  former  Veterans'  Bureau,  $260.2  million 
on  account  of  the  army  and  navy  pension  system  previously 
administered  by  the  Pension  Bureau,  and  $13.1  million  for  the 
maintenance  of  the  institutions  previously  under  the  direction  of 
the  National  Home  for  Disabled  Volunteer  Soldiers.  While  the 
pension  system,  under  which  relief  is  extended  to  other  than 
World  War  veterans,  continues  to  be  responsible  for  large  expendi- 
tures, the  major  problem  is  represented  in  the  relief  measures  for 
the  benefit  of  veterans  of  the  World  War.2  Except  where  otherwise 
indicated  the  subsequent  analysis  deals  exclusively  with  that 
problem  and  treats  only  those  items  of  expenditure  arising  under 
the  War  Risk  Insurance  Act,  the  World  War  Veterans'  Act,  and 
related  legislation. 

1  See  Table  11,  p.  74.  According  to  the  figures  published  by  the  United  States 
Treasury  Department  the  total  expenditures  for  veteran  relief  of  all  kinds  in  the 
fiscal  year  1931/32  amounted  to  $1,002  million.  The  discrepancy  between  the 
expenditures  of  $869  million  as  reported  by  the  Veteran's  Administration  and  the 
expenditures  of  $1,002  million  as  reported  by  the  Treasury  Department  is  explained 
by  the  fact  that  the  former  represent  actual  expenditures,  while  the  latter  include 
as  an  expenditure  the  full  amount  of  the  appropriation  to  the  Adjusted  Service 
Certificate  fund,  the  disbursement  of  which  will  in  large  part  be  postponed  until 
1945. 

2  From  1790  to  the  end  of  the  fiscal  year  1931,  a  total  of  $8,404  million  had  been 
expended  by  the  Federal  Government  in  the  form  of  military  pensions  for  the 
veterans  of  prior  wars.  In  this  total  is  included  a  small  amount  of  $282,289  for 
veterans  of  the  World  War  granted  pensions  under  the  general  pension  act  before 
the  enactment  of  the  War  Risk  Insurance  Act.  The  pension  disbursements  during 
the  fiscal  year  1931,  exclusive  of  administrative  costs,  amounted  to  $234.4  million, 
of  which  only  $14,638  went  to  World  War  veterans  or  their  dependents.  Veterans' 
Administration,  "Annual  Report,"  1931,  pp.  146-7. 
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During  the  15  years  that  have  elapsed  since  the  entrance  of  the 
United  States  into  the  World  War,  the  Federal  Government  has 
expended  over  35,000  million  for  the  benefit  of  men  who  served 
in  that  W'ar  and  their  dependents.  Under  the  provisions  of  the 
legislation  described  in  preceding  chapters,  insurance  covering  the 
exceptional  risks  of  war  has  been  granted,  compensation  has  been 
paid  to  the  injured  and  disabled  and  to  the  dependents  of  those 
killed  in  service,  hospital  facilities  and  services  have  been  provided, 
vocational  training  has  been  given  to  those  handicapped  by  war- 
time disabilities,  and  retirement  pay  and  disability  allowances  have 
been  furnished.  These  various  forms  of  relief  have  already  neces- 
sitated expenditures  representing  approximately  one  fifth  of  the 
actual  cost  of  the  War  to  the  United  States  and  nearly  equal  to 
pension  payments  to  Civil  War  veterans  covering  a  period  of 
over  65  years.1  That  the  Government  has  been  reasonably  liberal 
in  its  treatment  of  World  War  veterans  does  not  seem  to  be  open 
to  question. 

The  distribution  of  the  total  expenditures  for  veteran  relief 
purposes  is  indicated  in  Table  1.  It  should  be  noted  that,  while 
the  Government  has  expended  a  total  of  more  than  $6,000  million, 
not  all  of  that  amount  can  properly  be  designated  as  the  cost  to 
the  Government  of  veteran  relief.  The  item  "allotments  and 
allowances"  includes  the  deductions  from  the  pay  of  men  in  service 
allotted  to  their  dependents.  Expenditures  under  the  provisions 
for  term  insurance  during  the  war  period  were  partly  covered  by 
the  premiums  received.2  The  item  of  expense  for  government  life 
insurance  might  possibly  be  disregarded  altogether,  since  it  is 
assumed  that  in  the  final  analysis  the  cost  will  be  entirely  met  by 
the  premiums.  When  allowance  is  made  for  these  factors,  the  tax 
burden  created  by  expenditures  for  veteran  relief  is  reduced  to 
approximately  $5,000  million. 

Two  of  the  important  items  in  this  list  of  expenditures  represent 
the  final  cost  of  particular  forms  of  veteran  relief.  The  govern- 
mental allowances  to  the  dependents  of  men  in  service  were 
restricted  to  the  war  period,  and  expenditures  for  that  purpose  had 

1  The  net  money  cost  of  the  World  War  to  the  United  States  was  $26, 361,096,001. 
See  "Annual  Report  of  the  Secretary  of  the  Treasury,"  1931,  p.  552.  Pensions 
to  Civil  War  veterans  totaled  $7,370,462,014  in  1930.  See  "Annual  Report  of  the 
Bureau  of  Pensions,"  1930,  p.  12. 

2  It  has  been  estimated  that  the  Government  will  ultimately  pay  on  term  insur- 
ance $1,460,136,404  in  excess  of  the  amount  received  in  premiums.  See,  Veterans' 
Bureau,  "Annual  Report,"  1922,  p.  25. 
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practically  ceased  by  1922. 1  Vocational  rehabilitation  activities 
had  been  materially  curtailed  by  the  end  of  the  fiscal  year  1926, 
and  further  expenditures  were  limited  to  the  relatively  few  persons 
still  in  training.2  On  the  other  hand,  two  items  of  expenditure 
represent  recent  additions  to  the  cost  of  veteran  relief,  and  the 
amounts  so  far  expended  afford  no  indication  of  the  ultimate  cost. 
The  retirement  pay  granted  under  the  Act  of  May  24,  1928,  and 
the  disability  allowance  provided  by  the  Act  of  July  3,  1930,  have 
thus  far  added  over  $143  million  to  the  total  cost. 

Table  1 :  Total  Expenditures  for  World  War  Veteran 
Relief  to  June  30,  1932 

Source:  Veterans'  Administration 


Military  and  naval  compensation 

Disability  and  death  compensation  52,061,574,438.71 

Emergency  officers'  retirement  pay   38,514,985.26 

Disability  allowance   105,126,235.14 

Military  and  naval  insurance,  term   1,497,745,382.93 

United  States  Government  life  insurance   172,412,026.43 

Adjusted  service  certificate  fund   133,951,446.50 

Adjusted  service  and  dependent  pay   43,304,021.33 

Administration  and  hospitalization   938,152,730.33 

Hospital  facilities  and  services,  construction   64,107,244.88 

Vocational  rehabilitation   644,943,159.90 

Allotments  and  allowances   582,934,988.57 

Marine  and  seamen's  insurance   35,077,918.69 

Miscellaneous   264,154.75 


Total  expenditures  $6,318,108,733.42 

Deductions 

Allotments   300,843,797.60 

Premiums  received 

Term  insurance   453,600,297.63 

United  States  Government  life  insurance   172  412,026.43 

Marine  and  seamen's  insurance   35,077,918.69 


Total  deductions  $  961,934,040.35 


Total  government  cost  $5,356,174,693.07 


If  the  $5,000  million  already  expended  represented  a  major  part 
of  the  total  expenditures  that  will  ultimately  be  made  for  the  relief 
of  W7orld  War  veterans,  there  would  be  no  cause  for  alarm.  Un- 
fortunately, however,  there  is  no  immediate  prospect  that  expendi- 
tures for  that  purpose  will  diminish.   Expenditures  for  World  War 

1  Payments  after  the  end  of  the  War  represented  the  adjustment  and  settlement 
of  prior  claims.  See  Veterans'  Bureau,  "Annual  Report,"  1923,  p.  708.  The  total 
expenditures  in  the  form  of  family  allowances  amounted  to  $282,082,049.  Ibid., 
1930,  p.  104. 

2  Ibid.,  1926,  pp.  48-52;  ibid.,  1927,  p.  4. 


46       WORLD  WAR  VETERANS  AND  THE  TREASURY 

veterans  during  the  fiscal  year  1932  alone  amounted  to  $595,946,- 
189. 571  or  about  $84  million  more  than  in  1931.  Veteran  relief, 
including  the  cost  of  the  pension  system  for  the  benefit  of  the 
veterans  of  other  wars,  represents  approximately  25%  of  the  total 
annual  expenditures  of  the  Federal  Government.  Consequently,  in 
considering  the  extent  to  which  it  is  possible  to  reduce  the  cost  of 
government  in  order  to  minimize  tax  burdens,  special  attention 
should  be  given  to  the  items  of  expense  represented  in  veteran 
relief  measures.  There  is  undoubtedly  opportunity  for  retrench- 
ment with  respect  to  the  pension  system,  but  it  is  necessary  to 
confine  the  present  analysis  to  those  expenditures  that  have 
resulted  from  the  enactment  of  the  legislation  for  the  benefit  of 
World  War  veterans,  previously  described. 

Although  the  financial  emergency  that  now  confronts  the  Federal 
Government  calls  for  the  application  of  measures  of  economy, 
there  is  no  necessity  for  any  reduction  in  legitimate  expenditures 
for  the  benefit  of  the  dependents  of  those  service  men  who  lost 
their  lives  in  active  service  during  the  World  W7ar  or  for  the  support 
of  those  who  acquired  permanent  disabilities  as  a  direct  result  of 
such  service.  The  War  Risk  Insurance  Act  was  in  effect  a  compact 
under  which  the  Government  assumed  the  obligation  to  compen- 
sate those  who  suffered  loss  or  injury  as  a  consequence  of  the  War. 
The  original  compact  is  still  binding,  but  the  subsequent  additions 
and  changes  that  have  introduced  measures  of  relief  for  the  benefit 
of  those  who  suffered  no  direct  loss  or  injury  may  properly  be  the 
subject  of  examination  in  considering  the  methods  by  which  econ- 
omy may  be  achieved. 

That  the  amendments  to  the  War  Risk  Insurance  Act  have  been 
responsible  for  added  expenditures  is  clearly  shown  by  the  increase 
in  the  annual  cost  of  veteran  relief  during  recent  years.  As 
indicated  in  Table  2,  expenditures  reached  a  high  point  in  1922 
and  subsequently  began  to  decline.  In  view  of  the  fact  that 
expenditures  for  family  allowances  had  practically  ceased  and 
expenditures  for  vocational  rehabilitation  were  rapidly  diminishing, 
it  was  expected  that  there  would  be  a  future  reduction  in  the  cost 
of  veteran  relief  activities.  In  the  annual  report  of  the  Veterans' 
Bureau  for  the  fiscal  year  1923,  estimates  were  given  showing  an 

1  Data  furnished  by  the  United  States  Veterans'  Administration.  The  figure 
given  does  not  include  the  expenditures  of  the  Pension  Bureau,  which  was  con- 
solidated with  the  Veterans'  Administration  in  1930. 
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anticipated  drop  in  the  expenditures  of  that  agency  to  $341.8 
million  for  the  fiscal  year  1926  and  to  $285.15  million  for  1927. 
The  statement  was  also  made  that  "The  requirements  for  military 
and  naval  compensation  and  military  and  naval  insurance  will 
probably  increase  gradually  during  the  years  estimated,  but  other 
requirements,  such  as  those  for  vocational  rehabilitation,  medical 
and  hospital  services,  and  salaries  and  expenses  are  expected  to 
decrease  rapidly."1 

Table  2:  Annual  Cost  of  World  War  Veteran  Relief, 

1918-1932 

Source:  Annual  Report  of  Veterans'  Administration 

To  June  30,  1918   $138,816,689.86 

Fiscal  year  1919   471,959,348.66 

1920   294,459,999.75 

1921   396,577,173.40 

1922   481,603,795.07 

1923   470,815,632.55 

1924   415,138,398.17 

1925   393,755,857.18 

1926   436,105,174.36 

1927   405,348,447.70 

1928   421,000,759.69 

1929   432,742,969.44 

1930   452,150,622.17 

193H   511,678,902.30 

19321   595,946,189.57 

Total  36,318,110,135.60 

1  The  figures  for  1931  and  1932  include  only  those  expenditures  of  the 
Veterans'  Administration  that  were  previously  made  by  the  Veterans' 
Bureau.  They  do  not  include  pensions  paid  to  the  veterans  of  other  wars. 

This  prediction,  made  in  1923,  was  not  fulfilled.  Although  the 
decline  in  expenditures  continued  in  1924  and  1925,  the  fiscal  year 
1926  showed  a  considerable  increase.  The  figures  for  the  following 
year  indicated  a  drop  in  the  cost  of  veteran  relief  of  approximately 
$25  million,  but  this  was  attributable  to  the  decline  in  expenditures 
for  vocational  rehabilitation.2  Since  1927  there  has  been  a  con- 
tinued upward  trend  that,  in  view  of  the  declining  revenues  of  the 
Federal  Government,  suggests  the  necessity  for  careful  examination 
of  the  causes  of  the  continuing  increase  in  relief  expenditures. 

Those  expenditures  arising  out  of  the  various  types  of  insurance 
provided  by  the  Government  are  not  subject  to  control  except  in 

1  Veterans'  Bureau,  "Annual  Report,"  1923,  op.  cit.,  p.  26. 

2  Expenditures  for  vocational  rehabilitation  declined  from  $25,840,552.23  in  1926 
to  $2,206,256.01  in  1927.   See  "Annual  Report,"  1927,  op.  cit.,  p.  53. 
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so  far  as  the  enforcement  of  necessary  regulations  for  reinstatement 
of  lapsed  policies  may  serve  to  maintain  the  insurance  system  on  a 
sound  basis.  Likewise,  the  cost  involved  in  payment  of  maturing 
adjusted-service  certificates  cannot  be  reduced.  The  only  items  of 
expense  that  may  reasonably  be  readjusted  to  lessen  the  cost  of 
veteran  relief  are  those  covering  compensation  for  death  and  dis- 
ability, hospitalization,  and  the  administration  of  relief  activities. 
The  importance  of  these  classes  of  expenditure  and  their  general 
upward  trend  are  indicated  in  Table  3. 


Table  3:  Veterans'  Bureau,  Expenditures  for  Specified 

Purposes,  1922-1932 

Source:  Veterans'  Bureau,  Annual  Reports 


Fiscal  Year 

Military  and 

Naval 
Compensation 

Hospital 
Facilities  and 
Services 

Medical  and 
Hospital 
Services 

Salaries 

and 
Expenses 

1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
19321 

$123,350,542 
125,594,269 
115,494,991 
129,597,457 
164,437,139 
173,476,965 
181,799,665 
188,930,453 
199,229,268 
253,969,221 
313,265,208 

$916,500 
2,644,380 
9,214,924 
3,894,675 
4,511,172 
4,599,257 
5,221,569 
4,044,328 
8,241,384 
9,040,319 
11,778,730 

$68,970,568 
51,447,864 
29,618,747 
33,033,371 
31,197,947 
31,554,979 
30,166,865 
29,808,711 
32,185,206 
36,749,579 

92,73 

$8,010,052 
35,755,971 
45,129,755 
45,165,518 
42,296,883 
36,481,493 
37,948,154 
40,059,884 
41,739,295 
45,963,633 
2,644 

1  Data  for  1932,  furnished  by  Veterans'  Administration,  cover  only  expenditures 
for  the  benefit  of  World  War  veterans  and  are  estimates  except  in  the  case  of  ex- 
penditures for  compensation. 


In  1922  the  salaries  and  expenses  of  the  Veterans'  Bureau 
amounted  to  only  $8,010,052.  The  increase  during  the  years 
immediately  following  is  largely  accounted  for  by  a  change  in 
accounting  methods  in  dealing  with  the  salaries  of  hospital  per- 
sonnel.1 The  significant  fact,  however,  is  the  upward  trend  since 
1927,  representing  a  reversal  of  the  previous  downward  tendency. 
At  the  end  of  the  fiscal  year  1930,  there  were  24,719  employees  on 
the  Bureau's  payroll  as  compared  with  23,696  in  1927.  This 
increase  in  personnel  and  the  accompanying  increase  in  adminis- 
trative expenditures  illustrate  the  effect  of  the  legislative  expansion 
of  veteran  relief. 

1  In  1922  the  salaries  of  hospital  personnel  were  all  included  under  the  item 
"Medical  and  hospital  service."  In  1923  such  salaries  were  partially  included 
under  that  item.  Since  1924  the  item  salaries  and  expenses  has  included  the  salaries 
for  all  personnel  of  the  Bureau,  administrative,  hospital,  and  resident  and  non- 
resident vocational  schools.    See  "Annual  Report,"  1924,  op.  cit.,  p.  29. 
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The  legislative  enactments  resulting  in  the  gradual  elimination 
of  the  limitations  and  restrictions  upon  compensation  awards 
originally  included  in  the  War  Risk  Insurance  Act  have  been 
described  in  a  previous  chapter.  The  effect  of  those  changes  is 
clearly  shown  in  the  steady  increase  in  compensation  expenditures. 
In  the  fiscal  year  1924  there  was  a  decline  that  might  reasonably 
be  accepted  as  evidence  of  the  fact  that,  if  no  further  changes  in 
the  law  had  been  made,  a  gradual  reduction  in  compensation  costs 
might  have  been  anticipated.  The  enactment  of  the  World  War 
Veterans'  Act  of  1924,  however,  brought  about  an  increase  in 
expenditures,  and  the  liberalization  of  the  compensation  provisions 
of  that  act  by  subsequent  legislation  contributed  to  a  continuance 
of  the  upward  trend.  In  1931  the  expenditures  required  for  the 
payment  of  death  and  disability  claims  were  more  than  double  the 
amount  expended  in  1923. 

The  construction  of  government  hospitals,  covered  by  the  item 
"Hospital  Facilities  and  Services,"  represents  a  relatively  small 
proportion  of  the  total  expenditures  of  the  Veterans'  Bureau.  It  is 
significant,  however,  that  expenditures  for  that  purpose  have  like- 
wise tended  to  increase,  although  the  need  for  additional  hospital 
facilities  brought  about  by  the  World  War  has  long  since  been 
satisfied.  There  seems  to  be  no  valid  reason  why  future  expendi- 
tures in  this  field  should  not  be  materially  curtailed. 

When  account  is  taken  of  the  fact  that  the  expenditures  for 
medical  and  hospital  services  for  1922  and  1923  represented  to  a 
considerable  extent  payments  for  services  provided  by  hospitals  not 
owned  by  the  Veterans'  Bureau  and  consequently  covered  adminis- 
trative expenses  subsequently  segregated,  it  becomes  evident  that 
there  has  been  no  reduction  in  those  expenditures  in  recent  years. 
This  conclusion  is  supported  by  the  fact  that  at  the  end  of  the 
fiscal  year  1931  the  number  of  patients  receiving  treatment  ex- 
ceeded by  4,360  cases  the  peak  load  reached  in  March,  1922.1 

The  data  presented  indicate  the  general  upward  trend  in  expendi- 
tures for  the  relief  of  World  War  veterans.  The  possibility  that 
this  upward  trend  may  continue  and  ultimately  lead  to  a  situation 
that  will  be  extremely  difficult  to  remedy  makes  it  necessary  to 
give  careful  consideration  to  those  classes  of  expenditure  that  might 
properly  be  subjected  to  some  measure  of  control.  It  has  been 
shown  that  the  cost  of  hospitalization  and  expenditures  for  death 

1  See  Veterans'  Administration,  "Annual  Report,"  1931,  op.  cit.,  p.  12. 
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and  disability  have  been  increased  without  apparent  justification 
in  view  of  the  number  of  years  that  have  elapsed  since  the  end  of 
the  World  War.  A  more  careful  analysis  of  those  forms  of  veteran 
relief  is  required  to  disclose  the  factors  that  have  been  responsible 
for  the  increasing  cost  and  to  determine  how  far  measures  of 
curtailment  may  be  applied  without  lessening  the  relief  afforded  to 
those  who  have  suffered  loss  or  injury  as  a  direct  consequence  of 
military  service.  Such  an  analysis  of  hospitalization  and  compen- 
sation costs  will  be  presented  in  subsequent  chapters. 


CHAPTER  V 


COST  OF  HOSPITAL  AND  MEDICAL  SERVICES 


S  indicated  in  the  preceding  chapter,  provision  for  the  care 


and  treatment  of  disabilities  resulting  from  the  World  War 


has  been  an  important  item  in  the  cost  of  veteran  relief. 
It  will  be  the  object  of  the  present  chapter  to  trace  the  development 
of  hospital  and  medical  services  and  to  point  out  the  directions  in 
which  expenditures  have  exceeded  proper  limitations.  Considera- 
tion will  be  given  first  to  the  expansion  in  hospital  facilities  and 
then  to  the  extended  use  of  those  facilities  resulting  from  the 
various  legislative  changes  in  the  provisions  governing  compensa- 
tion awards  and  medical  treatment.  Through  such  an  analysis,  it 
may  be  possible  to  indicate  reasonable  measures  for  the  curtailment 
of  future  expenditures  in  this  field. 


Soon  after  this  country  had  entered  the  World  War,  it  became 
evident  that  existing  hospital  facilities  were  inadequate  for  the  care 
of  sick  and  disabled  members  of  the  military  forces.  In  1919  the 
United  States  Public  Health  Service  began  the  extension  of  govern- 
ment hospital  facilities  with  an  appropriation  of  $9,050,000.  Sub- 
sequently, the  administration  of  hospitals  for  the  care  of  disabled 
veterans  of  the  World  War  was  transferred  to  the  Veterans'  Bureau, 
and  a  series  of  programs  for  additional  hospital  construction  was 
put  into  effect  under  the  direction  of  that  agency.  Up  to  the  end 
of  the  fiscal  year  1931,  Congress  had  authorized  the  sum  of 
$113,327,000  for  new  hospital,  domiciliary,  and  out-patient  facili- 
ties, of  which  $97,450,000  had  been  appropriated.  In  addition, 
the  Veterans'  Bureau  had  expended  $14  million  from  regular  funds 
for  permanent  improvements  and  extensions  to  veterans'  hospitals. 
On  June  30,  1932,  there  were  57  government  hospitals  and  10 
veteran  homes,  with  a  combined  capacity  of  36,600  hospital  beds, 
operated  by  the  Veterans'  Administration.1 

1  Data  furnished  by  Veterans'  Administration.  Seven  of  these  hospitals,  with 
a  capacity  of  3,575  were  added  during  the  fiscal  year  1931.  See  "Annual  Report," 
1931,  op.  cit.,  p.  20. 
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The  present  need  for  such  extensive  hospital  facilities  is  question- 
able; the  necessity  for  further  construction  is  non-existent.  On 
June  30,  1931,  the  number  of  World  War  veterans  receiving 
hospital  treatment  for  diseases  connected  with  wartime  service  was 
only  15,701,  while  the  total  number  of  such  patients  admitted 
during  the  year  was  24,61s.1  The  continuous  decline,  since  1922, 
in  the  number  of  service-connected  cases  of  disability  requiring 
hospital  treatment  indicates  that  the  emergency  need  arising  out  of 
the  W7ar  has  long  since  passed.  The  demand  for  further  hospital 
construction  can  be  granted  only  on  the  untenable  theory  that  the 
government  should  provide  free  hospital  care  for  all  veterans  of  the 
World  War,  regardless  of  the  nature  or  origin  of  their  disabilities. 
W7ith  a  potential  hospital  load  of  over  four  million  veterans,  it  is 
evident  that  acceptance  of  that  theory  would  involve  enormous 
expenditures  both  for  hospital  construction  and  for  medical  care. 
Sound  policy  demands  the  radical  curtailment,  if  not  the  complete 
elimination,  of  this  form  of  veteran  relief  expenditure  in  the  future. 

Effect  of  Liberalized  Compensation  Requirements 
The  legislative  changes  in  the  conditions  governing  compensation 
awards2  had  an  indirect  effect  upon  expenditures  for  medical 
treatment.  Each  new  modification  of  the  requirements  added  new 
claims  for  compensation  and  made  necessary  a  re-examination  of 
claims  previously  disallowed.  Since  each  claim  involved  a  physical 
examination  to  determine  the  extent  of  disability,  there  was  an 
accompanying  increase  in  medical  service.  More  important,  how- 
ever, is  the  fact  that  each  award  of  compensation  automatically 
carried  with  it  the  right  to  medical  treatment.3  It  is  not  possible 
to  determine  the  extent  to  which  the  increase  in  the  number  of 
compensation  awards,  resulting  from  the  removal  of  restrictions 

1  Ibid.,  pp.  12,  62.  At  the  end  of  the  fiscal  year  1932,  according  to  data  furnished 
by  the  Veterans'  Administration,  there  were  15,460  World  War  veterans  receiving 
hospital  treatment  for  service-connected  disabilities. 

2  See  Chapter  II,  pp.  18-25. 

3  Prior  to  the  Act  of  August  9,  1921,  Public  No.  47,  67th  Congress,  medical 
treatment  was  available  only  to  persons  suffering  from  compensable  disabilities. 
That  act  authorized  the  extension  of  medical  treatment  to  persons  having  disabili- 
ties of  service  origin  that  were  not  compensable,  because  the  amount  of  disability 
was  less  than  10%,  and  also  made  the  hospital  facilities  available  to  the  veterans 
of  other  wars  suffering  from  specified  diseases.  These  changes,  as  well  as  the  sub- 
sequent authorization  of  hospital  treatment  for  disabilities  not  of  service  origin, 
did  not  take  away  from  persons  receiving  compensation  the  prior  right  to  medical 
service. 
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and  the  introduction  of  presumptions,  contributed  to  the  expansion 
of  the  medical  services  provided  by  the  Veterans'  Bureau,  but  it 
seems  probable  that  those  awards  were  a  factor  of  some  importance. 

The  introduction,  by  the  Act  of  August  9,  1921,  of  the  presump- 
tion of  service  connection  in  the  case  of  certain  diseases  was 
followed  by  an  increase  in  the  number  of  hospital  patients  receiving 
treatment  for  those  diseases.  At  the  end  of  July,  1921,  the  number 
of  tuberculosis  patients  was  10,461;  at  the  end  of  the  following 
February  the  number  had  increased  to  12,274.  Neuropsychiatric 
patients  increased  from  7,540  to  9,069  during  the  same  period.1 
As  indicated  in  Table  4,  although  there  has  been  a  subsequent 
decline  in  the  number  of  tuberculosis  cases,  the  upward  trend  in 
neuropsychiatric  cases  has  continued.  A  considerable  part  of  the 
increase,  however,  has  been  attributable  to  the  increased  number 
of  admissions  to  hospital  treatment  of  persons  suffering  from 
disabilities  not  of  service  origin,  a  factor  that  will  be  separately 
analyzed. 

Table  4:  Patients  of  the  United  States  Veterans'  Bureau 
under  Treatment  for  Tuberculosis  and  Neuropsychiatric 
Diseases,  at  the  End  of  Each  Fiscal  Year,  1925-1932 

Source:  "Annual  Report,"  1931,  p.  146 


End  of  Fiscal  Year  Tuberculosis  Neuropsychiatric 

1925  9,314  11,905 

1926  7,308  12,220 

1927  6,658  12,538 

1928  6,045  12,839 

1929  6,121  13,461 

1930  6,274  14,941 

1931  6,193  17,001 

1932  6,449  20,160 


The  term  "neuropsychiatric  disease"  covers  a  large  number  of 
nervous  and  mental  ailments,  many  of  which  cannot  reasonably 
be  presumed  to  have  any  connection  with  military  service  justifying 
either  the  award  of  compensation  or  the  provision  of  free  medical 
treatment  by  the  Federal  Government.  This  fact  is  clearly 
indicated  in  Table  5,  showing  the  classification  of  neuropsychiatric 
diseases  made  by  the  Veterans'  Bureau  and  the  number  of  patients 
admitted  to  hospitals  under  each  class  during  the  fiscal  year  1926.2 
The  data  given  do  not  show  how  many  or  which  groups  of  these 

1  "Annual  Report,"  1922,  op.  cit.,  p.  76. 

2  These  data  are  not  given  in  previous  or  subsequent  reports. 
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neuropsychiatric  patients  were  receiving  compensation,  but,  disre- 
garding that  aspect  of  the  problem,  the  question  remains  whether 
hospitalization  should  be  provided  by  the  Federal  Government  for 
persons  suffering  from  ailments  resulting  from  drug  addiction, 
excessive  use  of  alcohol,  and  constitutional  mental  defects.  State 
and  private  institutions  are  available  for  the  care  and  treatment  of 
such  persons,  and  the  fact  that  an  afflicted  individual  was  formerly 
in  military  service  does  not  in  itself  constitute  a  valid  reason  for 
the  provision  of  such  care  by  the  hospitals  of  the  Veterans' 
Administration. 

Table  5:  Admissions  of  Neuropsychiatric  Patients  by  Classi- 
fication of  the  Disease,  Fiscal  Year  1926 

Source:  "Annual  Report,"  1926,  p.  147 


Total 

Classification  of  Neuropsychiatric  Diseases  Admissions 

Psychosis 

Traumatic   30 

Senile   23 

With  cerebral  arteriosclerosis   14 

General  paralysis   629 

With  cerebral  syphilis   57 

With  Huntington's  chorea   2 

With  brain  tumor   3 

With  other  brain  or  nervous  diseases   3 

Alcoholic   87 

Due  to  drugs  and  other  exogenous  toxins   18 

With  pellagra   61 

With  other  somatic  diseases   2 

Manic  depressive   340 

Dementia  precox   2,780 

Paranoia  or  paranoic  conditions   27 

Epileptic  psychoses   92 

Psychoneuroses  and  neuroses   2,964 

With  psychopathic  personality   92 

With  mental  deficiency   84 

Undiagnosed  psychoses   254 

Without  psychosis1   1,239 

Other  neuropsychiatric  conditions   3,688 

Total   12,489 


1  Includes  constitutional  psychopathic  inferiority,  drug  addiction,  men- 
tal deficiency,  and  so  forth. 

Hospital  Treatment  of  Disabilities  not  Connected 

with  Service 

The  use  of  the  hospital  facilities  of  the  Veterans'  Bureau  for  the 
treatment  of  disabilities  not  of  service  origin,  authorized  by  the 
World  W7ar  Veterans'  Act  of  1924,  has  been  the  major  reason  for 
the  continued  large  expenditures  for  hospital  and  medical  services. 
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At  the  end  of  the  fiscal  year  1932,  there  were  43,841  patients 
receiving  treatment,  representing  an  increase  of  8,702  patients  as 
compared  with  the  number  on  June  30,  1931.  Veterans  of  the 
World  War  in  hospitals  numbered  40,174,  of  whom  21,655  or  53% 
were  receiving  treatment  for  disabilities  not  connected  with  their 
military  service.  The  patient  load  represented  by  the  entire  non- 
service-connected  class  of  disabilities  formed  59.58%  of  the  total 
and  showed  a  substantial  increase  over  the  previous  year.1 


Table  6:  Admissions  of  United  States  Veterans'  Bureau 
Patients  to  All  Hospitals,  1920-1931 

Source:  Veterans'  Bureau1 


Fiscal  Year 

Total 

Non-Service 

Per  Cent  Non- 

Disability 

Service  Disability 

1920 

43,233 

1921 

91,440 

1922 

134,354 

1923 

82,814 

217 

0.3 

1924 

64,053 

429 

0.7 

1925 

76,812 

13,243 

17.2 

1926 

69,441 

29,186 

34.8 

1927 

71,967 

35,386 

49.2 

1928 

73,270 

45,831 

62.6 

1929 

83,188 

56,892 

68.4 

1930 

92,115 

65,817 

71.5 

1931 

110,435 

85,817 

77.7 

/"Annual  Report,"  1930,  pp.  47,  50;  ibid.,  1924,  p.  116;  ibid.,  1923,  p.  121. 
Figures  for  1931  from  Veterans'  Administration,  "Annual  Report,"  1931,  p.  62. 


The  extent  to  which  the  facilities  of  the  Veterans'  Bureau  have 
been  utilized  for  the  treatment  of  injuries  and  diseases  having  no 
relation  to  military  service  is  shown  even  more  clearly  in  the  figures 
covering  admissions  to  hospitals  presented  in  Table  6.  Since  1926 
there  has  been  a  continuous  increase  in  the  number  of  admissions, 
due  entirely  to  the  rise  in  cases  having  no  connection  with  service. 
During  the  fiscal  year  1931  there  were  85,817  admissions  of  persons 
with  non-service  disabilities,  representing  77.7%  of  the  total  admis- 
sions. The  policy  followed  by  the  Veterans'  Bureau  and  its 
successor  the  Veterans'  Administration  in  extending  the  use  of  the 
government  hospital  facilities  is  not  indicated  in  the  annual  reports 
of  that  agency.  The  law  merely  prescribes  that  preference  "shall 
be  given  to  those  veterans  who  are  financially  unable  to  pay  for 
hospitalization  and  their  necessary  traveling  expenses." 

1  Data  furnished  by  Veterans'  Administration. 
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It  would  seem  possible  for  a  veteran  to  obtain  hospital  treatment 
for  common  human  ailments  merely  on  the  ground  of  a  few  months 
spent  in  training  camp.  That  the  Bureau  has  been  liberal  in 
making  provision  for  the  hospital  care  of  non-service  disabilities 
seems  to  be  clearly  indicated,  not  only  by  the  large  number  of  such 
cases  admitted  to  government  hospitals,  but  also  by  the  fact  that 
recourse  is  still  made  to  the  services  of  state  and  civil  institutions 
for  the  treatment  of  Veteran  Bureau  patients  presumably  suffering 
from  disabilities  resulting  from  service.  In  1931  there  were  5,127 
admissions  to  state  and  civil  hospitals1  that  could  probably  have 
been  transferred  to  government  hospitals  if  the  latter  had  not  been 
so  extensively  utilized  for  the  treatment  of  disease  and  injuries 
having  no  connection  with  military  service. 

It  is  not  possible  from  available  data  to  determine  with  any 
degree  of  exactness  what  economies  could  be  effected  by  the 
adoption  of  measures  restricting  medical  and  hospital  services  to 

Table  7:  Estimated  Annual  Expenditures  for  the  Treatment 
of  Non-Service-Connected  Disabilities,  1923-19311 

Source:  Computed  by  National  Industrial  Conference  Board 

Fiscal  Year  Expenditure 

1923   $154,343 

1924   207,321 

1925   5,681,739 

1926   10,856,885 

1927   15,525,049 

1928   18,884,457 

1929   20,388,158 

1930   23,012,432 

1931   28,555,422 

Total  $123,265,806 

1  Based  on  the  percentages  of  admissions  to  all  hospitals  represented  by  patients 
whose  disabilities  were  not  of  service  origin,  as  shown  in  Table  6. 

veterans  with  compensable  disabilities.  Assuming  that  the  cost 
of  the  services  provided  is  related  to  the  number  of  admissions 
to  hospitals,  it  is  possible  to  make  an  estimate  of  the  approximate 
proportion  of  that  cost  attributable  to  the  provision  of  hospital 
treatment  for  non-service  disabilities.  Such  estimates  for  the  years 
1923  to  1931  are  presented  in  Table  7,  which  shows  a  total  probable 
added  expenditure  of  f  1 23,265,806  for  that  period.  Although  the 
basis  on  which  the  estimates  are  made  is  not  satisfactory  and, 
consequently,  the  figures  given  may  represent  too  large  a  propor- 
tion of  the  total  cost  of  medical  service,  the  probable  annual  saving 
1  "Annual  Report,"  1931,  op.  cit.,  p.  64. 
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that  might  be  brought  about  by  the  adoption  of  a  restrictive  policy 
may  be  fixed  at  approximately  $30  million,  taking  into  account  the 
fact  that  the  administrative  expenses  of  Veterans'  Administration, 
which  include  salaries  paid  to  members  of  the  hospital  staffs,  would 
also  be  reduced. 

Special  Forms  of  Medical  Service 
In  addition  to  hospital  care,  special  forms  of  medical  service 
for  the  benefit  of  World  War  veterans  have  been  provided  by  the 
Veterans'  Bureau  and  its  successor  the  Veterans'  Administration. 
Diagnostic  centers  have  been  established  to  make  complete  and 
final  diagnosis  and  to  recommend  proper  treatment  in  cases  that 
have  been  the  subject  of  medical  controversy.  Out-patient  super- 
vision and  treatment  have  been  provided  through  the  regional 
offices.  Orthopedic  and  prosthetic  appliances  have  been  furnished.1 
Numerous  dental  clinics  have  been  maintained  in  connection  with 
both  the  regional  offices  and  the  hospitals.  All  these  types  of 
medical  service  within  reasonable  and  proper  limits  may  be  justi- 
fied, but,  in  so  far  as  they  are  being  furnished  to  veterans  who 
acquired  no  disabilities  as  a  consequence  of  military  service,  they 
represent  a  form  of  public  charity  that  has  no  place  in  any  program 
of  veteran  relief. 

The  World  WTar  Veterans'  Act  of  1924,  as  amended,  does  not 
authorize  the  extension  of  out-patient  treatment  to  those  suffering 
from  disabilities  not  connected  with  service.  The  facilities  and 
personnel  of  the  regional  offices  employed  in  that  work  are,  how- 
ever, used  for  the  physical  examination  of  applicants  for  hospitali- 
zation. In  the  Annual  Report  of  the  Veterans'  Bureau  for  the 
fiscal  year  1930,  it  is  stated  that  an  increase  of  60,232  in  the 
number  of  physical  examinations,  as  compared  with  the  preceding 
year,  was  due  in  part  to  the  increase  in  the  number  of  applications 
for  hospitalization  on  the  part  of  veterans  with  non-service  dis- 
abilities.2 The  adoption  of  proper  restrictions  on  the  use  of  hospital 
facilities  would,  therefore,  contribute  to  economies  in  this  field  of 
medical  activity. 

By  the  Act  of  July  2,  1926,3  section  202  (10)  of  the  World  War 
Veterans'  Act  was  amended  to  permit  the  Veterans'  Bureau  to 
provide  prosthetic  appliances  to  patients  with  non-service  dis- 

1  Such  appliances  are  constructed  in  shops  operated  by  the  Veterans'Administration. 

2  "Annual  Report,"  1930,  op.  cit.,  p.  20. 

3  Public  No.  448,  69th  Congress. 
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abilities  who  were  financially  unable  to  purchase  such  appliances.1 
During  the  fiscal  year  1930,  this  type  of  assistance  was  extended 
at  a  cost  of  $297,225.81  to  25,878  beneficiaries,  of  whom  2,370 
were  patients  requiring  such  appliances  for  the  relief  of  disabilities 
not  the  result  of  service.2 

The  dental  services  provided  by  the  Veterans'  Bureau  have  not 
been  restricted  to  persons  with  compensable  disabilities.  The  total 
value  of  the  dental  relief  furnished  to  all  beneficiaries  during  the 
fiscal  year  1932  amounted  to  $1,374,307,  based  on  the  fees  author- 
ized to  be  paid  designated  examiners  for  rendering  similar  service; 
the  actual  cost  was  $747,610.  The  value  of  such  treatment 
furnished  veterans  of  all  wars  as  auxiliary  to  the  treatment  of 
non-service  disabilities  represented  57.7%  of  the  total  value  of  the 
relief  rendered  by  hospital  clinics.3  While  the  expenditures  in- 
volved are  small  in  comparison  with  other  items  of  expense  in  the 
veteran  relief  program,  it  should  be  recognized  that  the  further 
enlargement  of  hospital  facilities  and  the  continued  extension  of 
the  use  of  such  facilities  to  all  veterans  regardless  of  the  nature 
and  origin  of  their  disabilities  may  result  in  a  material  increase  in 
the  cost  of  dental  service. 

Summary 

It  is  evident  from  this  analysis  of  the  cost  of  hospital  and  medical 
services  that  the  tendency  toward  increasing  expenditures  is  the 
result  of  the  extremely  liberal  policy  of  the  Government  and  of 
the  Veterans'  Administration.  Hospital  facilities  have  been  created 
in  excess  of  the  requirements  for  the  treatment  of  those  who 
incurred  disabilities  during  the  World  War.  The  use  of  these 
facilities  to  provide  a  form  of  charitable  relief  to  veterans  acquiring 
disabilities  several  years  after  the  end  of  the  War  has  been  re- 
sponsible for  unjustified  expenditures  that  might  properly  be  cur- 
tailed. Physical  impairment  is  the  natural  result  of  advancing 
years,  and  consequently  the  number  of  former  service  men  who 
may  be  expected  to  put  in  a  claim  for  hospital  care  will  increase 
materially  in  the  future,  if  the  present  liberal  policy  is  continued. 
The  potential  burden  of  expense  emphasizes  even  more  forcefully 
than  the  current  burden  the  need  for  the  adoption  of  measures 
restricting  this  form  of  veteran  relief  to  reasonable  and  proper  limits. 

1  It  was  also  provided  that  clothing  might  be  furnished  under  similar  conditions. 

2  "Annual  Report,"  1930,  op.  cit.,  p.  21. 

3  Data  furnished  by  Veterans'  Administration. 


CHAPTER  VI 


COST  OF  COMPENSATION,  RETIREMENT  PAY,  AND 
DISABILITY  ALLOWANCES 

THE  total  number  of  men  who  were  in  service  in  the  armed 
forces  of  the  United  States  during  the  World  War  has  been 
estimated  at  5,338,47s.1  This  figure,  however,  includes  many 
men  whose  wartime  experience  was  limited  to  a  few  months  in 
training  camp.  The  primary  object  of  the  compensation  system 
created  by  the  War  Risk  Insurance  Act  was  to  provide  relief  for 
the  loss  and  suffering  entailed  by  the  casualties  resulting  from  the 
War.  The  number  of  such  casualties  among  the  members  of  the 
American  Expeditionary  Forces  was  relatively  small  in  proportion 
to  the  total  number  of  men  called  into  service.  The  number  who 
died  from  all  causes  was  77,118.  Of  this  total,  34,248  were  killed  in 
action,  13,700  died  of  wounds,  and  23,430  died  of  disease.2  The 
wounded  numbered  221,059,  of  whom  91,189  were  reported  as 
slightly  wounded.3 

While  these  casualties  constitute  the  primary  basis  of  the 
Government's  obligation,  that  obligation  is  not  limited  exclusively 
to  those  who  died  or  suffered  disabilities  as  the  result  of  overseas 
service.  Under  the  terms  of  the  War  Risk  Insurance  Act,  provision 
was  made  for  all  the  deaths  and  disabilities  arising  out  of  active 
service  both  at  home  and  abroad.  The  total  number  of  deaths 
from  all  causes  among  men  in  service  was  129,745. 4  The  extent 
to  which  disabilities  were  incurred  during  the  war  period  is  indi- 
cated by  a  study  of  the  records  of  demobilized  men  made  under 
the  direction  of  the  Surgeon-General.  It  was  found  that,  in  the 
case  of  the  3,154,676  men  whose  records  were  examined,  93.7% 
were  discharged  with  no  disability  or  with  less  than  10%  disability.5 

1  "Annual  Report,"  1922,  op.  cit.,  p.  18. 

2  "Summary  of  Casualties  Among  Members  of  the  American  Expeditionary 
Forces  During  the  World  War,"  prepared  in  the  office  of  the  Adjutant  General  of 
the  Army,  Washington,  D.  C,  1920,  p.  11.  The  total  number  of  deaths  includes 
deaths  resulting  from  accident,  suicide,  homicide,  and  other  causes. 

3  Idem.  4  "Annual  Report,"  1922,  op.  cit.,  p.  18. 

6  "Annual  Report  of  the  Surgeon-General,  U.  S.  Army,  1920,"  Washington, 
D.  C,  1920,  p.  22. 
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It  is  not  possible  on  the  basis  of  available  data  to  distinguish 
between  deaths  and  disabilities  that  resulted  directly  from  military 
service  and  those  attributable  to  other  causes,  for  which  the 
Government  could  not  properly  be  held  responsible.  It  seems 
evident,  however,  that  the  extra  hazards  associated  with  wartime 
activities  affected  a  relatively  small  proportion  of  the  five  million 
men  drawn  into  service.  Nevertheless,  compensation  claims  have 
been  made  on  behalf  of  nearly  one  fourth  of  those  five  million  men. 

Although  the  enormous  expenditures  that  would  be  involved  in 
providing  compensation  for  all  veteran  deaths  and  disabilities, 
present  and  future,  adequately  justified  the  restriction  of  compensa- 
tion to  cases  of  death  or  disability  directly  arising  out  of  or  in 
consequence  of  military  service,  this  wise  and  conservative  policy 
has  not  been  rigidly  followed.  As  previously  pointed  out,  presump- 
tions of  service  connection  have  been  introduced,  necessary  limita- 
tions have  been  removed,  and  supplementary  grants  have  been 
provided,  with  the  result  that  the  system  created  by  the  War  Risk 
Insurance  Act  is  no  longer  recognizable  as  a  compensation  system. 
The  result  has  been  an  increase  in  compensation  costs  that  threat- 
ens to  continue  indefinitely,  unless  checked  by  restrictive  measures. 
During  the  fiscal  year  1932,  the  Veterans'  Administration  expended 


It  is  the  purpose  of  this  chapter  to  examine  these  items  of  expendi- 
ture and  to  trace  the  effect  of  the  liberalization  of  the  original 
provisions  for  compensation. 


When  it  is  considered  that  14  years  have  now  elapsed  since  the 
termination  of  the  World  Wrar,  it  seems  remarkable  that  claims 
for  compensation  for  deaths  and  disabilities  attributed  to  that  war 
are  still  being  made  in  large  numbers.  As  indicated  in  Table  8,  there 
were  filed  with  the  Veterans'  Administration  during  the  fiscal  year 
1932,  1,875  death  claims  and  84,788  claims  based  on  disabilities 
alleged  to  have  resulted  from  military  service.  It  is  reasonable  to 
expect  that  a  certain  number  of  death  claims  might  arise  so  many 


$313,267,333,  as  follows:1 


Compensation  

Disability  allowances 
Retirement  pay  


2226,255,956.09 
75,458,233.37 
11,553,143.57 


$313,267,333.03 


Compensation  Claims  and  Awards 


1  Data  furnished  by  Veterans'  Administration. 
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years  after  the  War,  because  of  the  fact  that  deaths  occurring 
in  recent  years  may  be  traced  to  injuries  received  during  the  War. 
It  is  not  probable,  however,  that  disabilities  of  recent  origin  are 
to  any  large  extent  connected  with  military  service  during  the 
World  War.  There  are  undoubtedly  cases  in  which  minor  injuries 
incurred  in  active  service  have  only  lately  produced  disability  of  a 
compensable  degree.  There  are  probably  also  cases  where  veterans 
entitled  to  compensation  have  for  various  reasons  neglected  to  file 
their  claims  until  recently.  These  cases,  however,  are  not  suffi- 
ciently numerous  to  account  for  the  fact  that  over  200,000  claims 
for  disability  compensation  have  been  made  during  the  past  3 
years. 


Table  8:  Compensation  Claims  and  Awards,  October  1,  1917, 

to  June  30,  1932 

Source:  Veterans'  Administration,  "Annual  Report" 


Period 

N 

umber  of  Claims 

Number  of  Origina 

;  Awards 

Death 

Disability 

Total 

Death 

Disability 

Total 

Total  to  June  30, 1918 
Fiscal  year  1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 

12,025 
127,762 
12,242 
4,445 
4,343 
4,222 
4,576 
6,693 
8,516 
6,045 
278 
271 
885 
1,545 
1,875 

8,936 
94,937 
179,546 
207,638 
186,675 
75,059 
35,901 
36,931 
24,987 
29,772 
28,274 
30,796 
58,912 
58,054 
84,788 

20,961 
222,699 
191,788 
212,083 
191,018 
79,281 
40,477 
43,624 
33,503 
35,817 
28,552 
31,067 
59,797 
59,599 
86,663 

1,664 
23,225 
19,657 
5,764 
4,734 
8,532 
2,011 
4,895 
9,175 
2,303 
1,890 
1,794 
2,447 
2,456 
3,425 

1,156 
27,128 
156,121 
98,905 
72,402 
32,827 
13,251 
23,886 
17,605 
13,126 
12,262 
12,506 
14,001 
22,710 
23,849 

2,820 
50,353 
175,778 
104,669 
77,136 
35,359 
15,262 
28,881 
26,780 
15,429 
14,152 
14,300 
16,448 
25,166 
27,274 

Total 

195,723 

1,141,206 

1,336,929 

88,072 

541,735 

629,807 

The  total  number  of  compensation  claims  filed  reached  1,336,929 
at  the  end  of  the  fiscal  year  1932.  In  other  words,  approximately 
one  fourth  of  the  men  in  service  were  alleged  to  have  died,  or  to 
have  acquired  serious  disabilities,  as  a  direct  result  of  military 
service.  As  in  the  case  of  the  claims  for  pensions  following  the 
Civil  War,  there  is  evidence  showing  that  a  number  of  these 
compensation  claims  were  fraudulent.  During  the  fiscal  years  1920 
to  1926,  inclusive,  1,837  claims  were  disallowed  because  the  person 
on  whose  behalf  the  claim  was  made  had  never  been  in  service, 
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while  696  claims  were  disallowed  on  the  ground  of  dishonorable 
discharge.1  There  is  no  basis  for  determining  the  extent  to  which 
fraudulent  claims  have  been  allowed,  but  it  is  probable  that  the 
removal  of  the  restrictions  originally  imposed  has  contributed  to 
fraud,  particularly  with  respect  to  the  evidence  offered  to  show 
service  connection. 

At  the  end  of  the  fiscal  year  1932,  the  total  number  of  original 
awards  of  compensation,  excluding  cases  in  which  a  disability 
award  was  changed  to  a  death  award,  had  reached  629,807.  As 
indicated  in  Table  8,  there  was  a  downward  tendency  in  the 
number  of  awards  between  1920  and  1924.  The  enactment  of  the 
World  War  Veterans'  Act  in  the  latter  year,  however,  resulted  in 
changes  that  tended  to  check  that  downward  tendency.  Since  1928 
there  has  been  a  consistent  increase  in  the  number  of  awards,  both 
for  death  and  for  disability,  that  seems  capable  of  explanation 
only  on  the  assumption  that  a  more  liberal  policy  has  been  followed 
in  recent  years  in  relation  to  the  evidence  required  to  substantiate 
a  claim.  Also,  the  existence  more  than  ten  years  after  the  end  of 
the  War  of  a  large  number  of  awards  for  temporary  disability 
seems  difficult  to  explain.2 

Table  9  shows  the  number  of  active  death  and  disability  awards 
at  the  end  of  each  fiscal  year  since  1923  and  the  monthly  payments 
required  under  those  awards.  The  consistent  increase  in  death 
awards  is  less  significant  than  the  similar  increase  in  disability 
awards,  since  the  former  include  awards  changed  from  disability 
to  death  in  those  instances  where  the  disability  for  which  compen- 
sation had  been  paid  ultimately  resulted  in  the  death  of  the 
beneficiary.3  During  the  years  immediately  following  the  end  of 
the  World  War,  the  number  of  active  awards  for  disability  in- 
creased, until  in  1923  it  reached  183,090.  The  following  year 
showed  a  decline  to  179,037,  which  seems  to  indicate  that,  in  the 
absence  of  new  legislation,  such  awards  had  reached  a  maximum 
and  that  future  expenditures  for  disability  compensation  might  be 
expected  to  diminish.  A  reversal  of  this  downward  trend,  however, 

1  "Annual  Report,"  1923,  p.  537;  ibid.,  1924,  p.  336;  ibid.,  1925,  p.  223;  ibid., 
1926,  p.  243.   These  data  were  not  presented  in  subsequent  reports. 

2  As  of  June  30,  1931,  there  were  91,392  active  awards  for  temporary  partial 
disability  and  11,577  awards  for  temporary  total  disability.  These  awards  based  on 
temporary  disability  constituted  34.4%  of  all  active  disability  awards.  "Annual 
Report,"  1931,  op.  cit.,  p.  86. 

3  To  June  30,  1931,  a  total  of  33,894  disability  awards  had  been  changed  to 
death  awards.   Ibid.,  p.  84. 


COST  OF  COMPENSATION 


63 


was  brought  about  by  the  World  War  Veterans'  Act  of  1924.  At 
the  end  of  the  fiscal  year  following  the  enactment  of  that  legislation, 
32,607  awards  had  been  added,  with  a  resulting  increase  in  expendi- 
tures amounting  to  more  than  $1  million  a  month.  Since  then,  the 
increase  in  disability  awards  and  expenditures  has  continued  with- 
out interruption,  until,  at  the  end  of  the  fiscal  year  1932,  there  were 
328,658  such  awards  involving  expenditures  more  than  double  the 
amount  in  1924. 


Table  9:  Active  Compensation  Awards  at  End  of  Fiscal 

Years  1923-1932 

Source:  Veterans'  Bureau,  "Annual  Reports" 


Yea 


Death  Awards 


Number 


Monthly  Payment 


Disability  Awards 


Number 


Monthly  Payment 


1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 


55,334 
57,971 
65,958 
78,881 
82,827 
85,634 
87,668 
90,954 
93,334 
97,448 


$1,419,640 
1,482,765 
1,744,090 
2,132,015 
2,255,855 
2,340,040 
2,407,550 
2,507,040 
2,604,286 
2,726,552 


183,090 
179,037 
211,644 
226,484 
243,611 
257,536 
262,138 
279,539 
299,288 
328,658 


$6,802,890 
6,698,270 
7,985,670 
8,948,740 
10,991,795 
11,574,308 
11,555,558 
12,315,797 
13,283,319 
14,500,192 


Compensation  payments  covering  both  death  and  disability 
totaled  approximately  $213,423,000  during  the  fiscal  year  1931,  an 
increase  of  about  $25,391,000  over  1930.  This  increase  resulted 
primarily  from  the  addition  of  19,749  veterans  to  the  list  of  those 
receiving  disability  compensation,  brought  about  in  the  opinion 
of  the  Veterans'  Administration  by  "the  fact  that  a  relatively 
large  number  of  veterans  who  heretofore  were  ignorant  of  their 
rights  filed  claim  for  compensation  for  the  first  time."1  This 
alleged  ignorance  may  perhaps  be  attributed  to  the  fact  that  these 
new  beneficiaries  had  previously  considered  that  their  disabilities 
were  so  far  removed  from  anything  that  happened  during  the  War 
that  there  were  no  grounds  upon  which  a  compensation  claim 
could  be  based,  but  were  induced  by  financial  needs  to  make 
application.  It  should  be  noted  that  these  new  awards  were  in 
many  instances  retroactive  and  involved  payments  covering  one 
year  prior  to  the  time  the  claim  was  filed,  although,  judging  by 

1  Veterans'  Administration,  "Annual  Report,"  1931,  p.  32. 
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the  failure  to  make  the  claim  earlier,  the  earning  power  of  the 
beneficiaries  had  not  been  seriously  impaired  by  their  disabilities 
during  that  period. 

Effect  of  Amendatory  Legislation  on  Compensation  Costs 
The  data  already  presented  have  shown  that  the  legislation 
removing  restrictions  on  compensation  awards  was  accompanied  by 
an  increase  in  the  number  of  awards  and  in  the  required  expendi- 
tures. It  would  be  desirable  to  indicate  the  precise  effect  of  each 
change  in  the  law  on  the  cost  of  compensation,  but  the  relationship 
is  not  clearly  apparent  in  all  instances.  It  is  possible,  however, 
to  point  out  the  results  of  some  of  the  liberalizing  provisions  that 
have  been  grafted  upon  the  compensation  system  as  originally 
established  under  the  War  Risk  Insurance  Act. 

Presumption  of  Service  Connection 

One  of  the  most  questionable  features  of  the  existing  compensa- 
tion system  is  the  provision  that  certain  specified  diseases  shall  be 
presumed  to  have  resulted  from  military  service.1  The  effect  of  the 
introduction  of  that  presumption  with  respect  to  tuberculosis  and 
neuropsychiatric  disease  in  1921  is  not  indicated.  The  subsequent 
extension,  however,  of  the  period  during  which  the  disease  must 
have  developed  in  order  to  secure  the  benefit  of  the  presumption 
was  directly  responsible  for  a  number  of  new  awards.  In  the 
report  of  the  Veterans'  Bureau  for  the  fiscal  year  1923,  it  was 
stated  that  this  extension  of  the  time  requirement  necessitated  a 
review  of  claims  previously  disallowed  under  the  two-year  pro- 
vision. The  number  of  applications  resulting  from  the  amendment 
was  estimated  at  9,618,  resulting  in  the  granting  of  approximately 
2,357  original  awards  and  2,240  amended  awards.  The  amount 
involved  in  these  awards  was  estimated  to  be  $2,512,800.2 

The  number  of  active  awards  at  the  end  of  each  year  for  tubercu- 
losis and  neuropsychiatric  diseases  is  shown  in  Table  10.3  In  the 
case  of  tuberculosis  the  number  of  awards  has  not  changed  mate- 
rially since  1927.  Neuropsychiatric  diseases,  however,  have  been 
responsible  for  a  continuously  increasing  number  of  awards.  Be- 
tween 1923  and  1932  the  number  of  such  awards  increased  more 

1  See  Chapter  II,  pp.  14,  19,  22.  2  "Annual  Report,"  1923,  p.  59. 

3  Awards  based  on  the  other  diseases  to  which  the  presumption  of  service  con- 
nection was  ultimately  extended  are  not  separately  classified  in  the  reports  of  the 
Veterans'  Bureau. 
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than  140%  as  compared  with  an  increase  of  approximately  78% 
in  the  total  awards  for  disability  shown  in  Table  9. 

Tuberculosis  and  neuropsychiatric  diseases  are  particularly  im- 
portant in  relation  to  awards  for  total  permanent  disability.  At 
the  end  of  the  fiscal  year  1931  neuropsychiatric  diseases  constituted 
the  cause  of  disability  in  52%  of  the  permanent  total  cases; 
tuberculosis,  in  28%;  and  general  medical  and  surgical  conditions, 
in  20%. 1  This  is  one  of  the  reasons  why  the  combined  monthly 
expenditures  represented  in  compensation  awards  for  neuro- 
psychiatric diseases  and  tuberculosis  constitute  more  than  half  of 
the  total  expenditures  for  disability  compensation. 


Table  10:  Active  Awards  for  Disability  Resulting  from 
Tuberculosis  and  Neuropsychiatric  Diseases,  at  End 
of  Fiscal  Years  1923-1932 

Source:  Veterans'  Administration,  "Annual  Report" 


Year 


1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 


Tuberculosis 


Number 
of  Awards 


41.551 
39,099 
45,839 
48,150 
57,748 
60,690 
56,535 
55,598 
59,739 
63,371 


Total 
Monthly  Payments 


$2,721,530 
2,428,040 
2,873,565 
2,858,435 
3,830,365 
3,905,822 
3,600,916 
3,551,652 
3,711,091 
3,859,432 


Neuropsychiatric  Diseases 


Number 
of  Awards 


28,256 
32,103 
44,845 
49,773 
52,665 
54,958 
56,205 
59,847 
62,430 
67,916 


Total 
Monthly  Payments 


$1,392,530 
1,581,455 
2,017,705 
2,320,345 
2,714,985 
2,900,601 
2,996,577 
3,843,142 
3,487,388 
3,819,103 


The  increase  in  the  number  of  awards  for  tuberculosis  in  1931 
and  1932  as  compared  with  1930  and  the  continued  increase  in 
recent  years  in  the  number  of  awards  for  neuropsychiatric  diseases 
seem  difficult  to  explain,  in  view  of  the  fact  that  the  presumption 
of  service  connection  under  the  law  as  amended  applies  only  where 
it  is  shown  that  a  10%  degree  of  disability  existed  prior  to  January 
1,  1925.  It  would  be  reasonable  to  expect  that  the  benefit  of  that 
presumption  could  be  extended  to  relatively  few  of  the  cases 
brought  to  the  attention  of  the  Veterans'  Bureau  after  1929  or  1930. 
It  seems  evident  that  an  additional  presumption  has  been  permitted 
in  relation  to  the  evidence  offered  to  support  these  recent  claims, 
namely,  that  the  existence  at  the  time  of  the  discovery  of  the 
1  "Annual  Report,"  1931,  op.  cit.,  p.  33. 
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disease  of  a  degree  of  disability  greater  than  10%  indicates  that 
there  was  at  least  10%  disability  from  that  cause  on  January 
1,  1925. 

If  these  presumptions  of  service  connection  applicable  to  all 
the  specified  diseases  had  not  been  introduced  into  the  compensa- 
tion system,  it  seems  probable  that  relatively  few  new  awards  based 
on  those  diseases  would  have  been  made  after  1925,  since  in  most 
instances  service  connection  would  be  difficult  to  establish.  Indeed, 
it  was  for  this  reason  that  the  presumptions  were  added  to  the  law. 
Consequently,  the  increase  since  1925  in  the  amount  of  the  monthly 
payments  arising  out  of  disability  awards  for  tuberculosis  and 
neuropsychiatric  diseases  may  be  assumed  to  represent  approxi- 
mately the  cost  brought  about  by  the  legislative  changes  in  ques- 
tion. In  addition,  it  should  be  pointed  out  that  awards,  which 
would  not  have  been  granted  except  for  the  presumption  of  service 
connection,  lead  ultimately  to  death  awards,  when  the  disability  is 
the  cause  of  death.1  It  seems  probable  that  the  total  cost  of 
compensation  could  be  reduced  at  least  25%  by  the  cancelation 
of  all  awards  where  the  connection  of  the  death  or  disability  with 
military  service  had  not  been  established  by  satisfactory  evidence. 

World  War  Veterans  Act,  1924 

The  changes  made  by  the  World  War  Veterans'  Act  of  1924  in 
the  provisions  relating  to  compensation  have  been  noted  in  a 
previous  chapter.2  The  general  effect  of  that  legislation  upon 
compensation  claims  and  awards  has  been  indicated,  but  no  evi- 
dence has  been  given  to  show  the  extent  to  which  these  changes 
were  directly  responsible  for  increased  compensation  expenditures. 

In  the  report  of  the  Veterans'  Bureau  covering  the  fiscal  year 
1925,  the  statement  is  made  that,  as  a  result  of  the  enactment  of 
the  World  War  Veterans'  Act,  it  was  necessary  to  review  approxi- 
mately 190,000  death  cases  and  130,000  disallowed  case  files,  in 
order  to  advise  the  claimants  of  their  rights.  As  a  result  of  the 
review  of  disallowed  claims,  approximately  24,000  claimants  reap- 
plied for  compensation.  About  31,000  new  or  increased  awards  of 
compensation  were  made  at  a  cost,  up  to  June  30,  1925,  of  more 

1  Tuberculosis  was  the  cause  of  death  in  25,708  of  the  90,954  cases  in  which  death 
compensation  was  being  paid  at  the  end  of  the  fiscal  year  1930.  See  "Annual 
Report,"  1930,  op.  cit.,  p.  27. 

*  See  Chapter  II,  pp.  18  ff. 
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than  $13  million.  The  report  states  that  "This  compensation 
would  not  have  been  payable  under  the  old  war  risk  act."1 

The  provision  of  the  World  War  Veterans'  Act  primarily  respon- 
sible for  this  added  expenditure  was  that  relating  to  the  presump- 
tion of  service  connection  under  which  the  period  covered  by  the 
presumption  was  extended  to  January  1,  1925;  and  paralysis 
agitans,  encephalitis  lethargica,  and  amoebic  dysentery  were  added 
to  the  two  types  of  disability  previously  assumed  to  be  connected 
with  military  service.  The  extension  of  the  period  contributed 
9,034  awards  for  neuropsychiatric  disease  and  8,737  awards  for 
tuberculosis,  involving  expenditures  of  $3,800,326  and  $7,110,861 
up  to  June  30,  1925.  The  addition  of  the  new  diseases  was  respon- 
sible for  564  awards  at  a  cost  of  $447,875.2 

The  World  War  Veterans'  Act  also  partially  removed  the  bar 
against  the  award  of  compensation  for  disability  resulting  from 
misconduct.  Under  this  amendment,  together  with  the  clarifying 
amendment  of  March  4,  1925,  there  were  added,  during  the  fiscal 
year  1925,  a  total  of  318  awards,  involving  expenditures  of  $252,388.3 

These  data  show  the  immediate  effects  of  the  enactment  of  the 
World  War  Veterans'  Act.  It  is  impossible  to  determine  how 
many  of  these  awards,  which  would  not  have  been  made  under  the 
provisions  of  the  War  Risk  Insurance  Act,  are  still  in  force,  or 
how  many  new  awards  of  a  similar  character  have  subsequently 
been  granted.  The  evidence  is  sufficient,  however,  to  show  that  the 
World  War  Veterans'  Act  made  a  substantial  contribution  to  the 
increased  cost  of  compensation. 

Statutory  Award  for  Arrested  Tuberculosis 

Under  the  Act  of  July  2,  1926,4  provision  was  made  for  the  pay- 
ment of  $50  a  month  to  veterans  shown  to  have  had  tubercular 
disease  of  a  compensable  degree,  who  have  reached  a  condition  of 
complete  arrest  of  the  disease.  During  the  year  following  the 
enactment  of  this  provision,  a  total  of  31,185  veterans  were  granted 
this  statutory  award  with  a  resulting  increase  in  expenditures  of 
$12,417,109.5  In  the  annual  report  for  1927,  the  Veterans'  Bureau 
estimated  that  the  number  of  persons  receiving  this  award  would 

1  "Annual  Report,"  1925,  op.  cit.,  pp.  217-218.  2  Ibid.,  p.  19. 

3  Idem.  As  of  June  30,  1931,  there  were  62  active  disability  awards  where  the 
major  cause  of  disability  was  venereal  disease.  "Annual  Report,"  1931,  op.  cit.,  p.  91. 

4  Public  No.  448,  69th  Congress. 

6  "Annual  Report,"  1927,  op.  cit.,  p.  2. 
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ultimately  reach  40,000  and  that  approximately  $600  million  would 
be  paid  out  during  the  lifetime  of  these  beneficiaries.1  That  this 
estimate  was  too  conservative  is  indicated  by  the  fact  that  on 
June  30, 1932,  statutory  awards  were  being  paid  to  43,719  veterans.2 
There  seems  little  justification  for  the  indefinite  monthly  pay- 
ment of  $50  to  veterans  who  have  completely  recovered  from  their 
disabilities.  The  additional  fact  that,  in  many  instances,  the 
beneficiaries  became  entitled  to  this  award  as  a  result  of  the 
arbitrary  presumption  that  their  disease  originated  in  military 
service  suggests  the  need  for  reform.  The  elimination  of  this 
special  provision  would  result  in  an  annual  saving  of  approximately 
$16  million  in  compensation  costs. 

Cost  of  Retirement  Pay 

The  Act  of  May  25,  1928,3  providing  retirement  pay  for  emer- 
gency officers  disabled  to  the  extent  of  30%  or  more  as  a  result  of 
war  service,  has  been  responsible  for  the  addition  of  an  annual 
expenditure  of  approximately  $7  million  to  the  cost  of  veteran  relief. 
On  June  30,  1932,  there  were  6,415  officers  receiving  retirement  pay, 
the  average  monthly  payment  being  $139.22,  or  approximately  $88 
more  than  the  disability  compensation  received  prior  to  retirement. 
The  total  amount  disbursed  for  this  purpose  during  the  fiscal  year 
1932  was  about  $11.5  million.  The  total  expenditures  under  the 
Act,  as  of  June  30,  1932,  were  $38,514,985.* 

Under  the  original  War  Risk  Insurance  Act,  no  distinction  was 
made  between  officers  and  enlisted  men,  and  compensation  was 
based  upon  degree  of  disability  rather  than  upon  rank.  The  intro- 
duction of  such  a  distinction  and  the  award  of  additional  compensa- 
tion to  officers  under  the  Retirement  Pay  Act  had  the  effect  of 
weakening  the  compensation  principle  and  was  a  step  in  the 
direction  of  a  general  pension  system. 

Under  the  terms  of  this  act,  retirement  pay  may  be  granted  only 
for  "disability  resulting  directly  from  such  war  service  and  in  line 
of  duty,"  and  there  is  nothing  to  indicate  that  the  presumption  of 
service  connection  provided  for  in  the  World  War  Veterans'  Act 
may  be  applied.  In  administering  the  act,  however,  the  Veterans' 
Bureau,  on  the  authority  of  an  opinion  by  the  Attorney-General, 
has  adopted  the  standards  of  service  connection  contained  in  the 

1  Idem.  2  Data  furnished  by  Veterans'  Administration. 

3  See  Chapter  II,  p.  23.  4  Data  furnished  by  Veterans'  Administration. 
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World  War  Veterans'  Act,  and  the  regulations  relating  to  that  act.1 
The  extent  to  which  this  policy  has  contributed  to  the  granting  of 
retirement  pay  not  merited  under  a  strict  construction  of  the  law 
cannot  be  determined.  In  at  least  one  instance,  such  pay  has  been 
given  on  account  of  a  disability  that  is  usually  attributed  to 
misconduct.2  In  1930  there  were  191  employees  of  the  Veterans' 
Bureau  who,  in  addition  to  their  salaries,  were  receiving  retirement 
pay,  having  been  found  to  be  at  least  30%  disabled.3 

Cost  of  Disability  Allowances 
The  allowance  for  disability  not  the  result  of  military  service, 
provided  for  in  the  amendatory  legislation  of  July  3,  1930,4  consti- 
tutes one  of  the  most  objectionable  of  the  existing  veteran  relief 
measures.  Although  that  allowance  may  properly  be  condemned 
on  the  ground  that  it  represents  a  departure  from  the  basic  prin- 
ciples of  the  compensation  system,  the  most  cogent  reason  for  its 
elimination  is  the  cost  involved.  Current  expenditures  for  this 
purpose  represent  only  a  small  proportion  of  the  ultimate  cost, 
which,  taking  into  account  the  number  of  men  who  served  in  the 
World  War,  is  likely  to  reach  an  unprecedented  amount. 

Through  June  30,  1932,  a  total  of  879,965  applications  for  this 
disability  allowance  had  been  received  by  the  Veterans'  Adminis- 
tration, of  which  438,618  had  been  allowed.  Of  the  awarded  cases 
44.7%  had  previously  been  denied  compensation  for  the  reason 
that  the  disability  was  not  of  service  origin.  The  number  of  active 
awards  at  the  end  of  the  fiscal  year  1932  totaled  407,584,  dis- 
tributed as  follows: 


Allowance  of  $12  for  25%  disability 
"  518  "  50% 
"  $24  "  75% 
"  $40  "  total 


63.46% 
23.67% 
5.77% 
7.10% 


100.00% 

While  the  average  monthly  payment  under  this  disability  allow- 
ance was  only  $16.10,  the  large  number  of  awards  resulted  in  a 
total  expenditure  of  approximately  $75.4  million  during  the  fiscal 

1  "Annual  Report,"  1929,  op.  cit.,  p.  28. 

2  See  Table  35,  "Annual  Report,"  1931,  op.  cit.,  p.  94. 

3  71st  Congress,  2nd  Session,  House  Committee  on  World  War  Veterans'  Legisla- 
tion, "Hearings  on  H.  R.  7825,"  Washington,  D.  C,  1930,  p.  38. 

4  See  Chapter  II,  pp.  24-25. 
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year  1932.  By  the  end  of  June,  1932,  the  total  cost  of  these 
allowances  had  reached  $105,126,235.  It  is  impossible  to  estimate 
with  any  degree  of  accuracy  how  rapidly  that  cost  will  increase  in 
the  future.  The  number  of  veterans  suffering  from  disabilities  to 
the  extent  of  25%  or  more  will  undoubtedly  increase  as  a  result  of 
the  usual  physical  impairments  produced  by  advancing  years.  The 
business  depression  will  have  the  effect  of  enabling  many  of  these 
disabled  veterans  to  meet  the  requirement  with  respect  to  exemp- 
tion from  the  income  tax.  Having  once  met  that  requirement, 
they  will  become  entitled  to  the  disability  allowance  for  the  balance 
of  their  lives,  regardless  of  the  amount  of  income  received  in  the 
future,  since  there  is  no  provision  for  investigation  of  the  economic 
status  of  the  veteran  after  an  award  has  been  made.  It  is  evident, 
therefore,  that  the  elimination  of  this  disability  allowance,  or  at 
least  its  radical  curtailment,  must  be  included  in  any  economy 
program  with  respect  to  veteran  relief  expenditures. 

Summary 

This  analysis  of  compensation  and  related  expenditures  has  indi- 
cated some  of  the  factors  that  have  contributed  to  the  constantly 
increasing  cost  of  this  form  of  veteran  relief.  Under  the  stimulus 
of  a  series  of  legislative  changes  designed  to  liberalize  the  law, 
claims  for  compensation  have  multiplied  and  new  beneficiaries  have 
been  added.  At  the  end  of  the  fiscal  year  1932,  payments  were 
being  made  to,  or  on  behalf  of,  a  total  of  840,105  World  War 
veterans.1  In  many  instances,  the  recipients  of  such  payments 
were  also  benefiting  from  the  insurance  provided  by  the  Govern- 
ment during  the  War.2  It  seems  evident  that  the  generosity  of  the 
Government  has  been  stretched  almost  to  the  breaking  point  and 
that  remedial  measures  are  necessary  in  order  to  keep  future 
expenditures  in  this  field  within  reasonable  and  proper  limits. 

1  This  total  covers  97,448  death  awards,  328,658  disability  awards,  6,415  officers 
receiving  retirement  pay,  and  407,584  recipients  of  disability  allowances. 

2  At  the  end  of  the  fiscal  year  1931,  compensation  and  term  insurance  were  being 
paid  in  66,922  cases;  compensation  and  automatic  insurance  in  3,760  cases;  com- 
pensation and  life  insurance  in  4,207  cases;  and  compensation,  term  insurance, 
and  life  insurance  in  424  cases.   "Annual  Report,"  1931,  op.  cit.,  p.  93. 
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HE  preceding  review  of  the  scope  and  effect  of  legislation  for 


the  benefit  of  veterans  of  the  World  War  has  indicated  the 


need  for  a  thorough  revision  of  the  existing  system  of  veteran 
relief.  Such  revision  is  necessary,  not  only  in  order  to  bring  about 
a  restoration  of  the  fundamental  principles  embodied  in  the  War 
Risk  Insurance  Act,  but  also  because  the  finances  of  the  Federal 
Government  can  no  longer  stand  the  strain  of  a  continued  increase 
in  veteran  expenditures. 

There  is  perhaps  no  greater  opportunity  for  the  elimination  of 
wasteful  expenditure  and  the  application  of  sound  economy  in  the 
conduct  of  government  than  is  to  be  found  in  the  case  of  veteran 
relief.  Without  depriving  those  deserving  veterans,  who  actually 
acquired  disabilities  as  a  direct  consequence  of  their  military 
service,  of  a  single  dollar  of  compensation  and  without  curtailing  in 
any  way  the  payments  made  to  the  dependents  of  those  who  lost 
their  lives  on  the  battlefield  or  as  the  result  of  disabilities  incurred 
in  service,  it  is  possible  to  reduce  the  cost  of  veteran  relief  mate- 
rially. All  that  is  required  is  the  enactment  of  legislation  removing 
from  the  existing  law  all  the  provisions  that  have  contributed  to 
change  a  system  of  compensation  and  relief  for  wartime  injuries 
and  losses  into  a  form  of  public  charity  for  the  benefit  of  a  special 
class  of  citizens. 

The  War  Risk  Insurance  Act  was  intended  to  provide  adequate 
relief  for  all  who  suffered  loss  or  injury  as  a  result  of  the  War.  If 
the  fundamental  principles  upon  which  that  legislation  was  based 
had  been  adhered  to,  the  present  need  for  a  curtailment  of  relief 
expenditures  would  never  have  arisen.  Unfortunately,  by  a  series 
of  amendments  and  legislative  changes,  these  principles  were  gradu- 
ally undermined  and  ultimately  overthrown.  Presumptions  that 
certain  diseases  had  a  service  connection  were  introduced  in  order 
to  make  it  easier  for  ex-service  men  suffering  from  such  diseases  to 
secure  compensation.  The  periods  during  which  these  presump- 
tions might  arise  were  extended,  making  it  possible  for  a  veteran 
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who  contracted  any  one  of  the  specified  diseases  as  late  as  five 
years  after  the  War  to  receive  compensation,  although  the  extent 
and  the  character  of  his  military  service  might  not  provide  any 
reasonable  ground  for  assuming  that  there  was  a  connection 
between  such  service  and  the  subsequent  disability.  The  law  was 
also  liberalized  by  providing  a  special  life  allowance  of  $50  a  month 
for  those  victims  of  tuberculosis  who  had  been  completely  cured 
and  whose  previous  disability  in  many  instances  had  a  presumptive 
rather  than  an  actual  service  connection. 

The  original  restrictions  designed  to  give  proper  weight  to  the 
evidence  of  physical  condition  at  the  time  of  discharge  from 
service  and  thereby  to  prevent  fraud  were  modified  and  finally 
removed  from  the  law.  The  basic  theory  of  restricted  relief  was 
ultimately  abandoned,  hospital  facilities  were  made  available  to  all 
veterans  without  regard  to  the  origin  of  their  disabilities,  and  a 
disability  allowance  was  provided  for  those  unable  to  maintain  a 
proper  claim  to  compensation. 

Not  satisfied  with  this  liberality  on  the  part  of  the  Congress 
toward  disabled  veterans,  organizations  representing  ex-service 
men  have  demanded  other  favors,  particularly  a  bonus  from  the 
Federal  Government.  Under  the  guise  of  an  adjustment  of  war- 
time pay,  such  a  bonus  was  finally  granted  in  the  form  of  twenty- 
year  endowment  insurance.  Under  liberal  provisions  for  borrowing 
on  the  adjusted  service  certificates  issued  to  veterans  as  evidence 
of  the  Government's  obligation  under  this  legislation,  it  is  now 
possible  to  borrow  up  to  50%  of  the  face  value  of  these  certificates. 
Veterans  are  now  able  to  obtain  directly  from  the  Government,  and 
in  the  large  majority  of  cases  have  already  obtained,  an  amount 
larger  than  either  the  original  bonus  credit  or  the  present  value  of 
the  certificate.  Nevertheless,  under  the  mistaken  belief  that  the 
face  value  of  these  certificates  represents  the  amount  now  owed  by 
the  Government  to  veterans,  a  demand  has  been  made  for  the 
payment  of  the  bonus  in  full. 

Cash  payment  of  the  bonus  would  involve  an  expenditure  in 
excess  of  $2,400  million,  which  could  be  raised  only  by  issuing 
bonds  or  by  expanding  the  currency.  A  bond  issue  to  the  extent 
of  $2,400  million  at  the  present  time  would  impair  the  credit  of 
the  Federal  Government.  The  policy  of  currency  inflation  would 
be  even  more  disastrous.  Since  the  obligation  represented  by  the 
face  value  of  the  certificates  does  not  become  due  until  1945,  there 
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is  no  sound  basis  for  the  claim  that  the  Government  is  acting 
unjustly  in  its  treatment  of  the  holders  of  the  certificates. 

It  must  be  recognized,  however,  that  there  is  no  opportunity  for 
any  immediate  reduction  of  expenditures  in  connection  with  this 
form  of  veteran  relief.  The  payment  of  the  outstanding  adjusted 
compensation  certificates  may  properly  be  postponed  until  they  fall 
due,  but  the  certificates  represent  a  fixed  expenditure  that  cannot 
be  reduced.  In  applying  measures  of  economy,  it  is  necessary  to 
look  in  other  directions  for  expenditures  that  may  reasonably  be 
curbed  without  inflicting  injustice  upon  anyone  having  a  legitimate 
claim  on  the  Government.  The  preceding  review  of  the  develop- 
ment of  veteran  relief  legislation  has  shown  the  various  ways  in 
which  the  cost  of  such  relief  has  been  expanded  and  has  provided  a 
basis  for  the  formulation  of  an  economy  program  equitable  from 
the  viewpoint  of  the  World  War  veteran  and  satisfactory  from  the 
viewpoint  of  the  taxpayer. 

In  attempting  to  estimate  the  extent  to  which  expenditures  for 
the  benefit  of  World  War  veterans  might  be  reduced,  it  seems 
desirable  to  base  such  estimates  upon  the  actual  expenditures  for 
the  fiscal  year  1932,  as  reported  by  the  Veterans'  Administration, 
rather  than  upon  either  the  appropriations  for  the  fiscal  year  1933 
or  the  expenditure  figures  as  reported  by  the  Treasury  Department. 
The  latter  represent  actual  expenditures  from  the  Treasury  view- 
point, but  are  computed  on  a  different  basis  and  show  a  total 
expenditure  larger  than  that  reported  by  the  Veterans'  Administra- 
tion because  of  the  fact  that  the  Treasury  Department  treats  the 
annual  appropriation  to  the  adjusted  service  certificate  fund  as  a 
charge  against  current  revenues  and  disregards  the  actual  disburse- 
ments from  that  fund.  The  expenditure  figures  of  the  Veterans' 
Administration  have  been  used  as  the  basis  of  discussion  through- 
out this  report  and,  therefore,  constitute  the  most  satisfactory  basis 
for  estimating  the  savings  that  might  result  from  an  economy 
program. 

During  the  fiscal  year  1932,  the  Veterans'  Administration  dis- 
bursed a  total  of  $869  million  for  the  various  purposes  indicated 
in  Table  11.  That  total  expenditure  does  not  include  the  loans  to 
World  War  veterans  on  their  adjusted  compensation  certificates, 
although  it  is  unlikely  that  those  loans  will  be  repaid.  It  does, 
however,  include  all  other  classes  of  expenditure  for  the  benefit  of 
war  veterans  and  their  dependents.    Since  the  preceding  analysis 
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Table  11:  Veterans'  Administration,  Total  Expenditures 
during  Fiscal  Year  1931/32  and  Estimated  Possible  Reduc- 
tions in  Expenditure  Items  Relating  to  World 
War  Veterans 

Source:  Veterans'  Administration 

Amount  Dis- 
bursed during  Estimated 

Purpose  Fiscal  Year  Possible 

1931/32  Reduction1 

World  War  veterans 

Military  and  naval  compensation 

Disability  and  death  compensation. $226,255,956.09       $  56,600,000 

Emergency  officers'  retirement  pay  11,553,143.57  7,000,000 

Disability  allowance   75,458,233.37  75,458,233 

Military  and  naval  insurance,  term..  .  123,740,592.58 

United  States  Government  life  insur- 
ance _  _   28,736,667.22 

Adjusted  service  certificates  matured 

by  death   23,215,621.33 

Adjusted  service  and  dependent  pay.  2,480,264.29 

Vocational  training  (credit)   (17,109.11) 

Allotments  and  allowances   8,732.62 

Veterans  of  all  wars 

State  and  territorial  homes   785,946.91 

Hospital  and  domiciliary  facilities  and 

services,  construction   12,875,744.03  12,800,000 

Administration,  medical,  hospital,  and 

domiciliary  services   103,631,087.91  30,000,000 

Army  and  Navy  pensions 

Regular  establishment   5,966,519.43 

Civil  War   107,865,760.88 

War  with  Spain   1 13,758,457.43 

War  of  18 12   4,000.00 

War  with  Mexico   326,124.32 

Indian  War   4,575,590.05 

World  War   12,976.54 

Printing  and  binding   174,267.31 

Miscellaneous   4,818.00 

Non-military 

Annuities  to  participants  and  benefici- 
aries in  yellow  fever  experiments.  .  .  23,500.00 

Civil  service  retirement  and  disability 

fund   27,470,075.06 

Canal  Zone  retirement  and  disability 

fund   192,967.55 

Total  $869,099,937.38  $181,858,233 

1  The  estimates  shown  cover  only  those  items  of  expenditure  analyzed  in  this 
study. 


of  the  increasing  cost  of  veteran  relief  has  dealt  exclusively  with 
the  provision  made  for  World  War  veterans,  the  problem  repre- 
sented in  the  pension  payments  to  veterans  of  other  wars  will  not 
be  considered  in  attempting  to  determine  the  extent  to  which  the 
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present  cost  of  veteran  relief  might  be  reduced.  There  is  undoubt- 
edly opportunity  for  reform  in  the  pension  system  that  would 
contribute  to  governmental  economy,  but  the  major  problem 
relates  to  the  veterans  of  the  World  War.  As  indicated  in  the 
table,  an  economy  program  applying  to  only  five  items  of  expendi- 
ture would  result  in  an  estimated  annual  saving  of  $181.8  million. 
The  essential  features  of  such  a  program  and  the  basis  of  the 
estimated  reductions  in  expenditure  will  now  be  outlined  briefly. 

The  expenditure  item  that  can  be  most  readily  eliminated  is 
that  relating  to  the  construction  of  additional  hospital  facilities.  It 
has  been  shown  that  existing  facilities  are  more  than  adequate  to 
take  care  of  all  veterans  suffering  from  disabilities  resulting  from 
wartime  service  and  that  a  large  part  of  the  hospital  construction 
in  recent  years  has  been  unjustified.  On  the  basis  of  the  expendi- 
tures in  1932  for  that  purpose,  a  possible  annual  saving  of  $12.8 
million  is  indicated. 

An  economy  program  should  also  include  a  reduction  in  the 
medical  services  now  being  rendered  to  veterans  suffering  from 
disabilities  having  no  connection  with  military  service.  It  has  been 
shown  that  in  large  part  the  current  cost  of  hospitalization  repre- 
sents services  that  should  properly  be  provided  through  other 
agencies,  public  and  private.  The  elimination  of  this  special  form 
of  gratuity  to  veterans  having  no  just  claim  to  medical  care  could 
best  be  accomplished  by  the  repeal  of  those  provisions  of  the 
World  War  Veterans'  Act  authorizing  the  admission  to  government 
hospitals  of  veterans  without  service-connected  disabilities.  The 
resulting  saving  in  expenditures  would  probably  approximate  $30 
million.  Even  under  the  existing  provisions  of  law,  it  would  appear 
that  current  expenditures  for  medical  services  might  be  reduced 
by  the  proper  exercise  of  the  discretionary  power  vested  in  the 
Administrator  of  Veterans'  Affairs  in  relation  to  the  use  of  govern- 
ment hospitals  for  the  benefit  of  the  veterans  of  any  war  without 
regard  to  the  origin  of  their  disabilities. 

Another  essential  feature  of  an  economy  program  relates  to  the 
retirement  pay  granted  to  emergency  officers  of  the  World  War. 
Such  pay,  in  so  far  as  it  represents  an  increase  in  compensation  for 
disability,  constitutes  a  special  grant  based  upon  a  distinction 
between  officers  and  enlisted  men  that  contributes  to  undermine 
the  fundamental  principles  of  the  compensation  system.  The 
repeal  of  the  Retirement  Pay  Act  and  the  substitution  of  compensa- 
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tion  for  such  pay  would,  on  the  basis  of  the  expenditures  under 
that  Act  during  the  fiscal  year  1932,  result  in  a  saving  of  approxi- 
mately $7  million. 

A  most  important  step  in  the  direction  of  economy,  from  the 
standpoint  of  immediate  as  well  as  future  savings,  would  be  the 
repeal  of  the  provision  granting  a  disability  allowance  to  any 
veteran  without  regard  to  the  nature  or  origin  of  his  disability. 
That  provision  is  without  justification  and  represents  a  departure 
from  the  basic  principles  of  the  compensation  system  that  threatens 
to  produce  expenditures  of  an  unprecedented  amount.  The  cost 
resulting  from  this  disability  allowance  in  the  fiscal  year  1932, 
amounting  to  $75  million,  affords  only  a  partial  indication  of  the 
annual  saving  that  would  follow  the  repeal  of  this  provision. 

Finally,  an  economy  program  should  include  measures  directed 
toward  the  elimination  of  the  abuses  that  have  developed  in 
connection  with  death  and  disability  compensation,  largely  as  the 
result  of  unwise  legislation.  Among  the  legislative  changes  that 
seem  to  be  necessary,  in  order  to  restore  the  compensation  to  its 
original  basis,  are: 

(1)  the  repeal  of  the  provision  relating  to  the  presumption  of 
service  connection  in  the  case  of  certain  specified  diseases; 

(2)  the  repeal  of  the  provision  allowing  awards  for  disability 
resulting  from  misconduct  and  the  cancelation  of  all  such  awards; 

(3)  the  enactment  of  legislation  restricting  the  statutory  award 
for  arrested  tuberculosis  to  a  period  of  not  more  than  three  months 
after  such  disease  had  reached  a  stage  of  complete  arrest; 

(4)  the  enactment  of  legislation  specifying  that  no  award  here- 
after made  shall  be  retroactive; 

(5)  the  enactment  of  legislation  providing  that  in  the  future  no 
awards  shall  be  made  except  in  cases  in  which  the  official  records 
show  the  existence  of  an  injury  or  disability  at  the  time  of  discharge 
from  military  service  that  in  the  opinion  of  medical  experts  may 
reasonably  be  regarded  as  the  direct  or  indirect  cause  of  the  death 
or  disability  for  which  compensation  is  claimed. 

In  addition  to  these  legislative  changes,  the  economy  program 
as  applied  to  compensation  should  include  a  review  of  any  existing 
death  and  disability  awards  based  on  claims  not  supported  by  the 
official  records  of  the  Army  and  Navy  Departments.  Such  a 
review  should  be  followed  by  the  cancelation  of  all  awards  in 
cases  in  which  the  evidence,  considered  in  connection  with  the 
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extent  and  character  of  the  military  service  rendered  by  the  vet- 
eran, is  regarded  by  medical  authority  as  insufficient  to  establish 
a  connection  between  the  military  service  and  the  death  or  the 
disability  for  which  compensation  is  claimed.  The  adoption  of 
these  measures  might  conservatively  be  expected  to  reduce  com- 
pensation costs  at  least  25%,  or  approximately  $56.6  million  on 
the  basis  of  compensation  expenditures  for  the  fiscal  year  1932. 

The  total  cost  of  World  War  veteran  relief  in  1932  was  approxi- 
mately $596  million.  If  the  economy  program  just  indicated  were 
put  into  effect,  that  cost  would  be  reduced  by  $181.8  million,  or 
about  30%. 1  Moreover,  this  reduction  might  be  expected  to  mark 
the  beginning  of  a  continued  downward  trend  in  veteran  relief 
expenditures,  since,  in  view  of  the  number  of  years  that  have 
elapsed  since  the  end  of  the  World  War,  it  seems  reasonable  to 
expect  a  decline  in  compensation  awards  and  a  steady  contraction 
in  the  amount  of  hospital  and  medical  service  required  by  those 
veterans  who  suffered  disabilities  as  a  direct  consequence  of  the 
War.  The  normal  decline  in  those  items  of  expense  and  the  related 
reduction  in  administrative  costs  would  probably  have  set  in  before 
now,  had  it  not  been  for  the  enactment  of  unwise  legislation.  The 
veteran  relief  problem  was  brought  about  by  the  legislative  destruc- 
tion of  the  basic  principle  that  the  obligation  of  the  Government 
should  be  limited  to  the  provision  of  relief  for  those  who  suffered 
loss  or  injury  as  a  direct  consequence  of  the  World  War.  The 
solution  of  that  problem  can  best  be  achieved  by  the  adoption  of 
an  economy  program  along  the  lines  indicated.  Unless  such  a 
program  is  put  into  effect,  it  is  probable  that  a  continued  increase 
in  veteran  relief  expenditures  will  ultimately  necessitate  the  appli- 
cation of  more  stringent  measures  in  order  to  sustain  the  credit  of 
the  Federal  Government. 

1  It  should  be  noted  that  this  estimate  of  possible  savings  does  not  correspond 
with  those  made  by  the  National  Economy  League  and  the  Chamber  of  Commerce 
of  the  United  States.  The  estimates  of  those  organizations  are  based  upon  the 
appropriations  for  the  fiscal  year  1933,  which  indicate  a  considerable  increase  over 
the  actual  expenditures  for  1932,  and  also  include  expenditure  items,  for  example, 
Spanish  War  pensions,  that  have  not  been  discussed  in  this  report. 
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